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JACOB HARRY HOLLANDER 
Twenty-third President of the 
American Economic Association, 1921 

la H. Hollander was born in Baltimore, July 23, 1871, and died in 
that city on July 9, 1940. He was educated in the Baltimore schools, was 
graduated from Johns Hopkins University in 1891, and received his Ph.D. 
degree there in 1894. Associate professor of finance until 1900, his title 
was changed to associate professor of political economy in 1901. He be- 
came protessor in 1904 and Abram G. Hutzler Professor ‘of Political Econ- 
omy in 1925—which post he occupied the rest of his life. In 1938 he re- 
ceived an honorary LL.D. degree from the University of Glasgow. 

\s an economist, Protessor Holleadet’ s contribution was both the spe- 
cific work of a scholar and the services of an expert in public affairs. In 
1897 he served abroad as secretary of the Bimetallic Commission. He was 
a n chairman of the Baltimore Municipal Lighting Commission in 1900. 
n the same year the Secretary of War appointed him special commis- 
sioner to revise the laws relating to taxation in Puerto Rico and while en- 
raged in this service he was appointe d treasurer of Puerto Rico by Presi- 
dent Mc ‘Kinley. He devised and put into operation the revenue system 
which was known as the “Hollander law” of the island. In 1904 he was ap- 
pointed special agent on taxation in the Indian Territory for the Depart- 
ment of the Interior, He was sent by President Roosevelt to Santo Do- 
mingo in 1905 as a special commissioner to investigate the public debt. 
: ater, as special commissioner plenipotentiary (1905- 06) and as agent 

the State Department with respect to Dominican affairs (1906-07) and 
as a financial adviser to the Dominican Republic (1908-10), he planned 
and carried out the readjustment of the public debt of that country. 

\lthough Hollander did much of his work in the field of finance he also 
worked prodigiously in the areas of labor and in economic theory. In 
1918-20 he served as umpire in the Maryland and Upper Potomac coal 
field and trom 1921 to 1932 he was imp artial chairman and member of the 
Board of Referees for the Cleveland Garment Industry. From 1929 to 
1930 Hollander served as associate editor of the Baltimore News and from 
1931 to 1932 he was chairman of the Tax Survey Commission of Maryland. 
The following titles are representative of the activities and of his contribu- 
tions to economic literature: The Cincinnati Southern Railway—A Study 
in Municipal Activity (1894); The Financial History of Baltimore (1899); 
Studies in State Taxation (1900); Report on Taxation in Indian a 
1904): Report on the Debt of Santo Domingo (1906); David Ricardo, 
Centenary Estimate (1911); The Abolition of Poverty (1914); War ane 

: (1919); Economic Liberation (1925); Want and Plenty (1932). He edited 
the Letters of David Ricardo to J. P. McCulloch; Letters of David Ricardo 
'o Hutches Trower (with James Bonar); Economic Essays in Honor of 
John Bates Clark (1929): Ricardo’s Notes on Malthus (1928): Ricardo’s 
Minor Papers on Currenc y (1932). The famous Re prints of Economic Tracts 
which Hollander began to put out in 1903 are known to all economists. 

In his American Recssaie Association presidential address on “The 
Economist's Spiral,” which he delivered at Pittsburgh, December, 1921, he 
de ‘scribed the modest though increasingly important part which economists 

‘ played in shaping public affairs and vigorously criticized practical 
‘ompromises inconsistent with scientific economic verities. 


imber 2 t a series of photographs of past presidents of the Association. 


} 
a 
| 
| 


vO 
: 
Pais 
| P da 
| of 
att 
Gr 
mi 
: as 
an 
Br 
ha 4 th 
an 
flu 
qu 
; ob 
pa 
TI 
th 
sp 
mM) 
Vii 
ve 
D. 
D 
Bu 
ani 


The American Economic Review 


VOLUME XXXVIII JUNE, 1948 NUMBER THREE 


A MONETARY AND FISCAL FRAMEWORK FOR 
ECONOMIC STABILITY 


By Mitton FRIEDMAN* 


During the late 19th and early 20th centuries, the problems of the 
day were of a kind that led economists to concentrate on the allocation 
of resources and, to a lesser extent, economic growth, and to pay little 
attention to short-run fluctuations of a cyclical character. Since the 
Great Depression of the 1930’s, this emphasis has been reversed. Econo- 
mists now tend to concentrate on cyclical movements, to act and talk 
as if any improvement, however slight, in control of the cycle justified 
any sacrifice, however large, in the long-run efficiency, or prospects for 
growth, of the economic system. Proposals for the control of the cycle 
thus tend to be developed almost as if there were no other objectives 
and as if it made no difference within what general framework cyclical 
fluctuations take place. A consequence of this attitude is that inade- 
quate attention is given to the possibility of satisfying both sets of 
objectives simultaneously. 

In constructing the monetary and fiscal framework proposed in this 
paper, I deliberately gave primary consideration to long-run objectives. 
That is, I tried to design a framework that would be appropriate for 
a world in which cyclical movements, other than those introduced by 
“bad” monetary and fiscal arrangements, were of no consequence. I 
then examined the resulting proposal to see how it would behave in re- 
spect of cyclical fluctuations. It behaves surprisingly well; not only 
might it be expected not to contribute to cyclical fluctuations, it tends 
to offset them and therefore seems to offer considerable promise of pro- 
viding a tolerable degree of short-run economic stability. 

This paper is devoted to presenting the part of the analysis dealing 

+ The author is associate professor of economics at the University of Chicago. An earlier 
version of this paper was presented before the Econometric Society on September 17, 1947, at 
a meeting heid in conjunction with the International Statistical Conferences in Washington, 
D.C. 1 am deeply indebted for helpful criticisms and constructive suggestions to Arthur F. 


Burns, Aaron Director, Albert G, Hart, H. Gregg Lewis, Lloyd W. Mints, Don Patinkin, 
and George J. Stigler. 
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with the implications of the proposal for cyclical stability. Nonethe. 
less, in view of the motivation of the proposal it seems well to begin 
by indicating the long-run objectives adopted as a guide, even though 
a reasonably full discussion of these long-run objectives would not be 
appropriate here. 

The basic long-run objectives, shared I am sure by most economists, 
are political freedom, economic efficiency, and substantial equality of 
economic power. These objectives are not, of course, entirely consistent 
and some compromise among them may be required. Moreover, objec- 
tives stated on this level of generality can hardly guide proximate policy 
choices. We must take the next step and specify the general institu. 
tional arrangements we regard best suited for the attainment of these 
objectives. I believe—and at this stage agreement will be far less wide- 
spread—that all three objectives can best be realized by relying, as far 
as possible, on a market mechanism within a “competitive order” to 
organize the utilization of economic resources. Among the specific 
propositions that follow from this general position, three are particu- 
larly relevant: (1) Government must provide a monetary framework 
for a competitive order since the competitive order cannot provide one 
for itself. (2) This monetary framework should operate under the 
“rule of law” rather than the discretionary authority of administrators. 
(3) While a truly free market in a “competitive order” would yield far 
less inequality than currently exists, I should hope that the community 
would desire to reduce inequality even further. Moreover, measures to 
supplement the market would need to be taken in the interim. For 
both purposes, general fiscal measures (as contrasted with specific in- 
tervention) are the most desirable non-free-market means of decreasing 
inequality. 

The extremely simple proposal which these long-run objectives lead 
me to advance contains no new elements. Indeed, in view of the num- 
ber of proposals that have been made for altering one or another part 
of the present monetary or fiscal framework, it is hard to believe that 
anything completely new remains to be added. The combination of 
elements that emerges is somewhat less hackneyed; yet no claim of 
originality can be made even for this. As is perhaps not surprising 
from what has already been said, the proposal is something like the 
greatest common denominator of many different proposals. This is 
perhaps the chief justification for presenting it and urging that it 
receive full professional discussion. Perhaps it, or some variant, cal 
approach a minimum program for which economists of the less extreme 
shades of opinion can make common cause. 

This paper deals only with the broad outlines of the monetary and 
fiscal framework and neglects, or deals superficially with, many difi- 
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cult, important, and closely related problems. In particular, it neglects 
almost entirely the transition from the present framework to that out- 
lined here; the implications of the adoption of the recommended frame- 
work for international monetary arrangements; and the special 
requirements of war finance. These associated problems are numerous 
and serious and are likely to justify compromise at some points. It 
seems well, however, to set forth the ultimate ideal as clearly as possible 
before beginning to compromise. 


Il. The Proposal 


The particular proposal outlined below involves four main ele- 
ments: the first relates to the monetary : system; the second, to gov- 
ernment expenditures on goods and services; the third, to government 
transfer payments; and the fourth, to the tax structure. Throughout, 
it pertains entirely to the federal government and all references to 
“sovernment” should be so interpreted.* 

1. A reform of the monetary and banking system to eliminate bot 
the private creati r destruction of money and discretionary control 
tion of money can perhaps best be eliminated by adopting the 100 
per cent reserve proposal, thereby separating the depositary from the 
lending function of the banking system.’ The adoption of 100 per cent 
reserves would also reduce the discretionary powers of the reserve 
system by eliminating rediscounting and existing powers over reserve 
requirements. To complete the elimination of the major weapons of 
discretionary authority, the existing powers to engage in open market 
operations and the existing direct controls over stock market and con- 
sumer credit should be abolished. 

These modifications would leave as the chief monetary functions 
of the banking system the provision of depositary facilities, the facilita- 
tion of check clearance, and the like; and as the chief function of the 
monetary authorities, the creation of money to meet government 
deficits or the retirement of money when the government has a surplus.’ 


*The reason for restricting the discussion to the federal government is simply that it 
alone has ultimate monetary powers, not any desire to minimize the role of smaller 
governmental units, Indeed, for the achievement of the long-run objectives stated above 
it is highly desirable that the maximum amount of government activity be in the hands 
of the smaller governmental units to achieve as much decentralization of political power 
as possible. 


“This proposal was advanced by Henry C. Simons. See his A Positive Program for 
Laissez-Faire: Some Proposals for a Liberal Economic Policy, Public Policy Pamphlet 
No. 15 (Univ. of Chicago Press, 1934); “Rules vs. Authorities in Monetary Policy,” Jour. 
Pol. Econ., Vol. XLIV (Feb., 1936), pp. 1-30. Both of these are reprinted in Henry C. 
Simons, Economic Policy for a Free Society (Chicago, Univ. of Chicago Press, 1948). 


*The adoption of 100 per cent reserves is essential if the proposed framework is to be 
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2. A policy of determining the volume of government expenditures 
on goods and services—defined to exclude transfer expenditures of al] 
kinds—entirely on the basis of the community’s desire, need, and willing. 
ness to pay for public services. Changes in the level of expenditure 
should be made solely in response to alterations in the relative valye 
attached by the community to public services and private consump. 
tion. No attempt should be made to vary expenditures, either directly 
or inversely, in response to cyclical fluctuations in business activity. 
Since the community’s basic objectives would presumably change only 
slowly—except in time of war or immediate threat of war—this policy 
would, with the same exception, lead to a relatively stable volume of 
expenditures on goods and services.* 

3. A predetermined program of transfer expenditures, consisting of 
a statement of the conditions and terms under which relief and assist- 
ance and other transfer payments will be granted.° Such a program is 
exemplified by the present system of social security under which rules 
exist for the payment of old-age and unemployment insurance. The 
program should be changed only in response to alterations in the kind 
and level of transfer payments the community feels it should and can 
afford to make. The program should not be changed in response to 
cyclical fluctuations in business activity. Absolute outlays, however, 
will vary automatically over the cycle. They will tend to be high when 
unemployment is high and low when unemployment is low.*® 

4. A progresslye tax system which places primary reliance on the 
personal income tax. Every effort should be made to collect as much 
of the tax bill as possible at source and to minimize the delay between 
the accrual of the tax liability and the actual collection of the tax. 


entirely automatic. It should be noted, however, that the same results could, in principle, 
be achieved in a fractional reserve system through discretionary authority. In order to 
accomplish this, the monetary authorities would have to adopt the rule that the quantity 
of money should be increased only when the government has a deficit, and then by the 
amount of the deficit, and should be decreased only when the government has a surplus, 
and then by the amount of the surplus. 

*The volume of expenditures might remain stable either in money or real terms. The 
principle of determining the volume of expenditures by the community’s objectives would 
lead to a stable real volume of expenditures on current goods and services. On the 
other hand, the usual legislative procedure in budget making is to grant fixed sums o/ 
money, which would lead to stability of money expenditures and provides a slight automatic 
contra-cyclical flexibility. If the volume of real expenditures were stabilized, money ¢:- 
penditures would vary directly with prices. 

* These transfer payments might perhaps more appropriately be regarded as negative 
revenue. 

*It may be hoped that the present complex structure of transfer payments will be 
integrated into a single scheme co-ordinated with the income tax and designed to provide 
a universal floor to personal incomes. But this is a separate issue. 
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Rates, exemptions, etc., should be set in light of the expected yield at 
a level of income corresponding to reasonably full employment at a 
predetermined price level. The budget principle might be either that 
the hypothetical yield should balance government expenditure, includ- 
ing transfer payments (at the same hypothetical level of income) or 
that it should lead to a deficit sufficient to provide some specified secu- 
lar increase in the quantity of money.’ The tax structure should not be 
varied in response to cyclical fluctuations in business activity, though 
actual receipts will, of course, vary automatically.* Changes in the tax 
structure should reflect changes in the level of public services or trans- 
fer payments the community chooses to have. A decision to undertake 
additional public expenditures should be accompanied by a revenue 
measure increasing taxes. Calculations of both the cost of additional 
public services or transfer payments and the yield of additional taxes 
should be made at the hypothetical level of income suggested above 
rather than at the actual level of income. The government would thus 
keep two budgets: the stable budget, in which all figures refer to the 
hypothetical income, and the actual budget. The principle of balancing 


"These specifications about the hypothetical level of income to be used and the budget 
principle to be followed are more definite and dogmatic than is justified. In principle, 
the economic system could ultimately adjust to any tax structure and expenditure policy, 
no matter what level of income or what budget principle they were initially based on, pro- 
vided that the tax structure and expenditure policy remained stable. That is, there corre- 
sponds some secular position appropriate to each possible tax structure and expenditure 
policy. The best level of income and the best budget principle to choose depend therefore 
mn short-run adjustment considerations: what choice would require the least difficult ad- 
justment? Moreover, the level of income and budget principle must be chosen jointly: 
the same final result can obviously be obtained by combining a high hypothetical income 
with a surplus budget priniciple or a low hypothetical income with a deficit budget prin- 
ciple or by any number of intermediate combinations. My own conjecture is that the par- 
ticular level of income and budget principles suggested above are unlikely to lead to results 
that would require radical short-run adjustments to attain the corresponding secular 
position. Unfortunately, our knowledge about the relevant economic interrelationships is 

) meager to permit more than reasonably informed conjecture. See Section IV below, 
especially footnote 22. 

*The principle of setting taxes so as to balance the budget at a high level of em- 
ployment was suggested by Beardsley Ruml and H. Chr. Sonne, Fiscal and Monetary 
Policy, National Planning Pamphlet no. 35 (July, 1944). 

Since the present paper was written, the Committee for Economic Development has 
sued a policy statement in which it makes essentially the same tax and expenditure 
recommendations—that is, it calls for adoption of a stable tax structure capable of balancing 
the budget at a high level of employment, a stable expenditure policy, and primary reliance 
n automatic adjustments of absolute revenue and expenditures to provide cyclical stability. 
They call this policy the “stabilizing budget policy.” The chief difference between the 
present proposal and the C.E.D. proposal is that the C.E.D. is silent on the monetary 
iramework and almost silent on public debt policy, whereas the present proposal covers 
both. Presumably the C.E.D. plans to cover monetary and debt policy in separate state- 
ments still to be issued. See Taxes and the Budget: A Program for Prosperity in a Free 
Economy, a statement on national policy by the Research and Policy Committee of the 
Committee for Economic Development (Nov., 1947). 
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outlays and receipts at a hypothetical income level would be syb. 
stituted for the principle of balancing actual outlays and receipts. ‘ 


II. Operation of the Proposal 


The essence of this fourfold proposal is that it uses automatic 
adaptations in the government contribution to the current income 
stream to offset, at least in part, changes in other segments of aggre- 
gate demand and to change appropriately the supply of money. I 
eliminates discretionary action in response to cyclical movements a; 
well as some extraneous or perverse reactions of our present monetary 
and fiscal structure.* Discretionary action is limited te the determina- 
tion of the hypothetical level of income underlying the stable budget: 
that is, essentially to the determination of a reasonably attainable 
objective. Some decision of this kind is unavoidable in drawing up the 
government’s budget; the proposal involves a particular decision and 
makes it explicit. The determination of the income goal admittedly 
cannot be made entirely objective or mechanical. At the same time, 
this determination would need to be made only at rather long intervals— 
perhaps every five or ten years—and involves a minimum of forecast- 
ing. Further, as will be indicated later, errors in the income goal tend 
to be automatically neutralized and do not require a redetermination of 
the goal. 

Under the proposal, government expenditures would be financed 
entirely by either tax revenues or the creation of money, that is, the 
issue of non-interest-bearing securities. Government would not issue 
interest-bearing securities to the public; the Federal Reserve System 
would not operate in the open market. This restriction of the sources 
of government funds seems reasonable for peacetime. The chief 
valid ground for paying interest to the public on government debt is to 
offset the inflationary pressure of abnormally high government ex- 
penditures when, for one reason or another, it is not feasible or desir- 
able to levy sufficient taxes to do so. This was the justification for 
wartime issuance of interest-bearing securities, though, perversely, the 
rate of interest on these securities was pegged at a low level. It seems 
inapplicable in peacetime, especially if, as suggested, the volume 
of government expenditures on goods and services is kept relatively 
stable. Another reason sometimes given for issuing interest-bearing 
securities is that in a period of unemployment it is less deflationary to 

*For example, the tendency under the existing system of fractional reserve banking for 
the total volume of money to change when there is a change in the proportion of its 
total stock of money the community wishes to hoid in the form of deposits; the tendency 
to reduce tax rates and increase government expenditures in booms and to do the reverse 0 


depressions; and the tendency for the government to borrow from individuals at the same 
time as the Federal Reserve System is buying government bonds on the open market. 
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issue securities than to levy taxes. This is true. But it is still less de- 
flationary to issue money.*° 

Deficits or surpluses in the government budget would be reflected 
dollar for dollar in changes in the quantity of money; and, conversely, 
the quantity of money would change only as a consequence of deficits 
or surpluses. A deficit means an increase in the quantity of money; a 
surplus, a decrease.” 

Deficits or surpluses themselves become automatic consequences of 
changes in the level of business activity. When national money income 
is high, tax receipts will be large and transfer payments small; so a 
surplus will tend to be created, and the higher the level of income, the 
larger the surplus. This extraction of funds from the current income 
stream makes aggregate demand lower than it otherwise would be 
and reduces the volume of money, thereby tending to offset the factors 
making for a further increase in income. When national money income 
is low, tax receipts will be small and transfer payments large, so a 
deficit will tend to be created, and the lower the level of income, the 
larger the deficit. This addition of funds to the current income stream 
makes aggregate demand higher than it otherwise would be and in- 
creases the quantity of money, thereby tending to offset the factors 
, making for a further decline in income. 

The size of the effects automatically produced by changes in national 
income obviously depends on the range of activities government under- 
takes, since this will in turn determine the general order of magnitude 
of the government budget. Nonetheless, an essential element of the 

“See Henry C. Simons, “On Debt Policy,” Jour. Pol. Econ., Vol. LII (Dec., 1944), 
pp. 356-61. 

This paragraph deliberately avoids the question of the payment of interest to banks 
on special issues of government bonds, as has been proposed in some versions of the 100 
per cent reserve proposal. The fundamental issue involved in judging such proposals is 
whether government should subsidize the use of deposit money and a system of check 
clearance and if so, what form the subsidy should take. 

The large volume of government bonds now outstanding raises one of the most serious 
problems in accomplishing the transition from the present framework. This problem would 
be eased somewhat by the monetization of bonds that would occur in the process of going 


over to 100 per cent reserves. But there would still remain a substantial volume. Two 
alternatives suggest themselves: (1) freeze the volume of debt at some figure, preferably 
by converting ‘t into perpetuities (“consols”); (2) use the monetization of the debt as a 
means of providing a secular increase in the quantity of money. Under the second plan, 
which, on a first view, seems more attractive, the principle of balancing the stable budget 
would be adopted and the government would commit itself to retiring, through the issuance 
oi new money, a predetermined amount of the public debt annually. The amount to be 
retired would be determined so as to achieve whatever secular increase in the quantity of 
money seemed desirable. This problem, however, requires much additional study. 

“These statements refer, of course, to the ultimate operation of the proposal. Under the 
second of the alternatives suggested in the preceding footnote, the change in the quantity of 
money during the transitional period would equal the excess of government expenditures 

ver receipts plus the predetermined amount of money issued to retire debt. 
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proposal is that the activities to be undertaken by government be de. 
termined entirely on other grounds. In part, this element is an immedi. 
ate consequence of the motivation of the proposal. The motivation 
aside, however, it seems a desirable element of any proposal to promote 
stability. First, there is and can be no simple, reasonably objective. 
rule to determine the optimum share of activity that should be assigned 
to government—short of complete socialization—even if stability were 
the only objective. Changes in circumstances are likely to produce 
rapid and erratic variations in the share that seems desirable. But 
changes in the share assigned government are themselves likely to be 
destabilizing, both directly and through their adverse effects on an- 
ticipations. The attempt to adapt the magnitude of government opera- 
tions to the requirements of stability may therefore easily introduce 
more instability than it corrects. Second, the share of activity assigned 
government is likely to have far more important consequences for other 
objectives—particularly political freedom and economic efficiency— 
than for stability.*** Third, means other than changes in the share oj 
activity assigned government are readily available for changing the size 
of the reaction to changes in income, if experience under the proposal 
should prove this desirable. And some of these means need not have 
anything like the same consequences for other objectives. 

Under the proposal, the aggregate quantity of money is automatically 
determined by the requirements of domestic stability. It follows that 
changes in the quantity of money cannot also be used—as they are ina 
fully operative gold standard—to achieve equilibrium in international 
trade. The two criteria will by no means always require the same 
changes in the quantity of money; when they conflict, one or the other 
must dominate. The decision, implicit in the framework recommended, 
to select domestic stability means that some other technique must be 

about adjustments to changes in the conditions of inter- 
national trade. The international arrangement that seems the logical 
counterpart of the proposed framework is flexible exchange rates, 
freely determined in foreign exchange markets, preferably entirely by 


private dealings.**” 


“@ An example of the relevance of these two points is provided by the tendency during wr 
‘thirties to recommend an increase in the progressiveness of the tax structure as a means 0! 
increasing the propensity to consume and hence, it was argued, employment. Applied to 
the postwar period, the same argument would call for a shift to regressive taxes, yet 
wonder if many economists would wish to recommend regressive taxes on these grounds. 

“> Though here presented as a byproduct of the proposed domestic framework, flexible 
exchange rates can be defended directly. Indeed, it would be equally appropriate to preset! 
the proposed domestic framework as a means of implementing flexible exchange rates. The 
heart of the matter is that domestic and international monetary and trade arrangements 


are part of one whole. 
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Ill. Effect of Proposal under Present Institutional Conditions 


The fluctuations in the government contribution to the income 
stream under the proposed monetary and fiscal framework are clearly 
in the “right” direction. Nonetheless, it is not at all clear that they 
would, without additional institutional modifications, necessarily lead 
either to reasonably full employment or to a reasonable degree of sta- 
bility. Rigidities in prices are likely to make this proposal, and indeed 
most if not all other proposals for attaining cyclical stability, incon- 
sistent with reasonably full employment; and, when combined with 
lags in other types of response, to render extremely uncertain their 


effectiveness in stabilizing economic activity. 


A. Price Rigidities 

Under existing circumstances, when many prices are moderately 
rigid, at least against declines, the monetary and’ fiscal framework 
described above cannot be expected to lead to reasonably full employ- 
ment of resources, even though lags in other kinds of response are 
minor. The most that can be expected under such circumstances is a 
reasonably stable or moderately rising level of money income. As an 
extreme example, suppose that the economy is in a relatively stable 
position at reasonably full employment and with a roughly balanced 
actual government budget and that the great bulk of wage rates are 
rigid against downward pressure. Now, let there be a substantial rise 
in the wage rates of a particular group of workers as a consequence 
either of trade union action or of a sharp but temporary increase in 
the demand for that type of labor or decrease in its supply, and let 
this higher wage rate be rigid against downward pressure. Employ- 
ment of resources as full as previously would imply a higher aggregate 
money income since, under the assumed conditions of rigidity, other 
resources would receive the same amount as previously whereas the 
workers whose wage rates rose would receive a larger aggregate amount 
if fully employed. But if this higher money income, which also of 
course would imply a higher price structure, were attained, the gov- 
ernment would tend to have a surplus since receipts would rise by 
more than expenditures. There is nothing that has occurred that would, 
in the absence of other independent changes, offset the deflationary 
efect of the surplus. The assumed full employment posicion would 
not therefore be an equilibrium position. If attained by accident, the 
resultant budgetary surplus would reduce effective demand and, since 
prices are assumed rigid, the outcome could only be unemployment. 
The equilibrium level of income will be somewhat higher than before, 
primarily because transfer payments to the unemployed will be larger, 
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so that some of the unemployment will be offset. But there is po 
mechanism for offsetting the rest. The only escape from this situation 
is to permit inflation. 

As is widely recognized, the difficulty just described is present also 
in most other monetary and fiscal proposals; they, too, can produce 
full employment under such circumstances only by inflation. This 
dilemma often tends, however, to be concealed in their formulation. 
and, in practice, it seems fairly likely that inflation would result. The 
brute fact is that a rational economic program for a free enterprise 
system (and perhaps even for a collectivist system) must have flexi- 
ility of prices (including wages) as one of its cornerstoméS-"This neat 
e € clear by a proposal like the present. Moreover, the adoption 
of such a proposal would provide some assurance against cumulative 
deflation and thereby tend to make flexibility of prices a good deal 
easier to achieve since government support for monopolistic practices 
of special occupational and industrial groups derives in large measure 
from the obvious waste of general deflation and the need for protection 
against it. 


B. Lags in Response 


Our economy is characterized not only by price rigidities but also 
by significant lags in other types of response. These lags make in- 
possible any definitive statement about the actual degree of stability 
likely to result from the operation of the monetary and fiscal frame- 
work described above. One could reasonably expect smaller fluctua- 
tions than currently exist; though our ignorance about lags and about 
the fundamental causes of business fluctuations prevents complete 
confidence even in this outcome. The lag between the creation of a 
government deficit and its effects on the behavior of consumers and 
producers could conceivably be so long and variable that the stimulat- 
ing effects of the deficit were often operative only after other factors 
had already brought about a recovery rather than when the initial de- 
cline was in progress. Despite intuitive feelings to the contrary, I do 
not believe we know enough to rule out completely this possibility. I! 
it were realized, the proposed framework could intensify rather than 
mitigate cyclical fluctuations; that is, long and variable lags could 
convert the fluctuations in the government contribution to the income 
stream into the equivalent of an additional random disturbance.” 

About all one can say about this possibility is that the completely 
automatic proposal outlined above seems likely to do less harm under 


See Milton Friedman, “Lerner on the Eccnomics of Control,” Jour. Pol. Econ., 
Vol. LV, No. 5 (Oct., 1947), p. 414, especially footnote 12. 
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the circumstances envisaged than alternative proposals which provide 
for discretionary action in addition to automatic reactions. There is a 
strong presumption that these discretionary actions will in general be 
subject to longer lags than the automatic reactions and hence will be 
destabilizing even more frequently. 

The basis for this presumption can best be seen by subdividing into 
three parts the total lag involved in any action to offset a disturbance: 
(1) the lag between the need for action and the recognition of this 
need; (2) the lag between recognition of the need for action and the 
taking of action; and (3) the lag between the action and its effects. 

The first lag, which is nonexistent for automatic reactions of the 
kind here proposed, could be negative for discretionary proposals if 
it were possible to forecast accurately the economic changes that would 
occur in the absence of government action. In view of the record of © 
forecasters, it hardly needs to be argued that it would be better to shun 
forecasting and rely instead on as prompt an evaluation of the current 
situation as possible. The lag between the need for action and the 
recognition of that need then becomes positive. Its exact magnitude 
depends on the particular discretionary proposal, though the past 
record of contemporary interpreters of business conditions indicates 
that it is not likely to be negligible.** 

The second lag is present even for automatic reactions because all 
taxes will not or cannot be collected at source simultaneously with 
the associated payments, and transfer payments will not or cannct be 
made immediately without some kind of a waiting period or processing 
period. It is clear, however, that this lag can be reduced to a negligible 
time by appropriate construction and administration of the system of 
taxes and transfer payments. For discretionary action, the length of 
the lag between the recognition of the need for action and the taking 
of action depends very much on the kind of action taken. Action can 
be taken very promptly to change the form or amount of the com- 
munity’s holdings of assets by open market purchases or sales of securi- 
ties or by changes in rediscount rates or reserve requirements. A con- 
siderably longer time is required to change the net contribution of the 
government to the income stream by changing the tax structure. Even 
though advance prescription for alternative possibilities eliminates any 
delay in deciding what changes to make in tax rates, exemptions, kinds 
of taxes levied, or the like, administrative considerations will enforce 
a substantial delay before the change becomes effective. Taxpayers, 
businesses or individuals acting as intermediaries in collecting the 
taxes, and tax administrators must all be informed of the change and 


Ibid., p. 414, especially footnote 11. 
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be given an opportunity to make the appropriate adjustments in their 
procedures; new forms must be printed or at least circulated; and so 
on. 

The longest delay of all is likely to be involved in changing the net 
contribution of government to the income stream by changing govern- 
ment expenditure policy, particularly for goods and services. No mat- 
ter how much advance planning may have been done, the rate of 
expenditure cannot be stepped up or curtailed overnight unless the 
number of names on the payroll is to be the only basis in terms of 
which the expenditure is to be controlled or judged. Time is involved 
in getting projects under way with any degree of efficiency; and con- 
siderable waste in ceasing work on projects abruptly. 

The third lag, that between the action and its effects, is present and 
significant both for automatic reactions and discretionary actions, and 
little if anything can be done about it by either legal or administrative 
reform of the fiscal and monetary structure.** We have no trustworthy 
empirical evidence on the length of this lag for various kinds of action, 
and much further study of this problem is clearly called for. Some 
clues about the direction such study should take are furnished by a 
priori considerations which suggest, as a first approximation, that the 
order of the various policies with respect to the length of this lag is 
the reverse of their order with respect to the length of the lag between 
the recognition of the need for action and the taking of action. Changes 
in government expenditures on goods and services lead to almost im- 
mediate changes in the employment of the resources used to produce 
those goods and services. They have secondary effects through the 
changes thereby induced in the expenditures of the individuals owning 
the resources so employed. 

The lag in these induced changes might be expected to be less than 
the lag in the adjustment of expenditures to changed taxes or to a 
changed amount or form of asset holdings. Changes in taxes make the 
disposable incomes of individuals larger or smaller than they would 
otherwise be. Individuals might be expected to react to a change in 
disposable income as a result of a tax change only slightly less rapidly 
than to a change in disposable income as a result of a change in aggre- 
gate income. 

These indications are, however, none too trustworthy. There are 
likely to be important indirect effects that depend on such things as the 
kinds of goods and services directly affected by changed government 
expenditures, the incidence of the changes in disposable income that 
result from changed expenditures or taxes, and the means employed to 


“ Reforms of other types, for example, reforms increasing the flexibility of prices, might 
affect this lag. 


+h 
| 
m 
rd 
eI 
al 
| 
In 
al 
qi 
al 
+} 
ny 
Vi 
ral 
4] 
+ 
q +} 
} 
| 


FRIEDMAN: FRAMEWORK FOR ECONOMIC STABILITY 257 


finance government deficits. For example, if defigits are financed 
through increases in the quantity of money and surpluses are used to 
-educe the quantity of money, part of the effect of changes in govern- 
ment experiditures or taxes will be produced by changes in interest 
rates and the kind and volume of assets held by the community. The 
entire effect of open-market operations, changes in rediscount rates 
and reserve requirements, and the like will be produced in this way, 
and it seems likely that these effects would take the longest to make 
themselves felt. , 

The automatic reactions embodied in the proposal here advanced 
operate in part like tax changes—in so far as tax receipts vary—and 
in part like expenditure changes—in so far as transfer payments vary; 
and like both of these, some part of their effect is through changes in the 
quantity of money. One might expect, therefore, that the lag between 
action and its effects would be roughly the same for automatic reactions 
as for discretionary tax changes, a good deal shorter for automatic reac- 
tions than for discretionary monetary changes, and somewhat longer for 
automatic reactions than for discretionary changes in government ex- 
penditures on goods and services. 

This analysis, much of which is admittedly highly conjectural, sug- 
gests that the total lag is definitely longer for discretionary monetary 
or tax changes fhan for aUvoMmitic reactions, since each of the three 
parts Into which the total tag tas-been subdivided is longer. There is 
doubt about the relative length of the total lag only for discretionary 
expenditure changes. Even for these, however, it seems doubtful that 
the shorter lag between action and its effects can more than offset the 
longer lag between the need for action and the takirg of action. 

Given less extreme conditions than those required to convert the 
present proposal into a destabilizing influence, the reduction achieved 
in the severity of fluctuations would depend on the extent and rapidity 
of price adjustments, the nature of the responses of individuals to 
these price changes and to the changes in their incomes and asset 
holdings resulting from the induced surpluses or deficits, and the lags 
in such responses. If these were such as to make the system operate 
reasonably well, the improvement would tend to be cumulative, since 
the experience of damped fluctuations would lead to patterns of expee- 
tations on the part of both businessmen and consumers that would 
make it rational for them to take action that would damp fluctuations 
still more. This favorable result would occur, however, only if the 
proposed system operated reasonably well without such aid; hence, in 
my view, this proposal, and all others as well, should be judged pri- 
marily on their direct effects, not on their indirect effects in stimulating 
a psychological climate favorable to stability. It must be granted, 
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however, that the present proposal is less likely to stimulate such , 
favorable psychological climate than a proposal which has a simpler 
and more easily understood goal, for example, a proposal which sets q 
stable price level as its announced goal. Jf the business world were 
sufficiently confident of the ability of the government to achieve the 
goal, it would have a strong incentive to behave in such a way as greatly 
to simplify the government’s task. 


IV. Implications of the Proposal if Prices Are Flexible and 
Lags in Response Minor 


The ideal possibilities of the monetary and fiscal framework pro- 
posed in this paper, and the stabilizing economic forces on which these 
possibilities depend, can be seen best if we put aside the difficulties 
that have been detaining us and examine the implications of the pro- 
posal in an economy in which prices of both products and factors of pro- 
duction are flexible’® and lags in other types of response are minor. In 
such an economy, the monetary and fiscal system described above 
would tend toward an equilibrium characterized by reasonably full em- 
ployment. 

To describe the forces at work, let us suppose that the economy is 
initially in a position of reasonably full employment with a balanced 
actual budget and is subjected to a disturbance producing a decline 
in aggregate money demand that would be permanent if no other 
changes occurred.** The initial effect of the decline in aggregate demand 
will be a decline in sales and the piling up of inventories in at least 
some parts of the economy, followed shortly by unemployment and 
price declines caused by the attempt to reduce inventories to the desired 
level. The lengthening of the list of unemployed will increase govern- 
ment transfer payments; the loss of income by the unemployed will 
reduce government tax receipts. The deficit created in this way is a net 
contribution by the government to the income stream which directly 


offsets some_of the decline in aggregate demand, thereby preventing 
unempfoyment from becoming as large as it otherwise would and 


*The concept of flexible prices, though one we use continually and can hardly avoid 
using, is extremely difficult to define precisely. Fortunately, a precise definition is not 
required for the argument that follows. All that is necessary for the argument is that there 
be a “substantial” range of prices that are not “rigid” because of long-term contracts or 
organized noncontractual agreements to maintain price and that these prices should react 
reasonably quickly to changes in long-run conditions of demand or supply. It is not 
necessary that there be “perfect” flexibility of prices, however that might be defined, or that 
contracts involving prices be subject to change at will, or that every change in long- 
run conditions of demand or supply be reflected instantaneously in market price. 

* The same analysis would apply to disturbances producing only a temporary decline. 
The reason for assuming a permanent decline is to trace through the entire process ©! 
adjustment to a new equilibrium position. 
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ha serving as a shock absorber while more fundamental correctives come 

ler into play. 

Sa These more fundamental correctives, aside from changes in relative 

ere prices and interest rates, are (1) a decline in the general level of caf 
the which affects (a) the real value of the community’s assets and (b) the 

tly #® vovernment contribution to the income stream, and (2) an increase in 


the stock of money. 

The decline in the general level of prices that follows the initial 
decline in aggregate demand will clearly raise the real value of the 
community’s stock of money and government bonds since the nominal | 


r0- | value of these assets will not decrease. The real value of the remainder 
ese of the community’s assets may be expected to remain roughly the same, 
ties so the real value of the total stock of assets will rise.** The rise in the 
ro- real value of assets will lessen the need for additional saving and hence 
ro- Mi increase the fraction of any given level of real income that the com- 
Tn munity will wish to consume. This force, in principle, would alone be 
ove ' sufficient to assure full employment even if the government maintained 
em- a rigidly balanced actual budget and kept the quantity of money 
constant, since there would presumably always be some price level at 
y is which the community could be made to feel rich enough to spend on 
ced consumption whatever fraction or multiple of its current income is 
line # required to yield an aggregate demand sufficient to permit full em- 
het ployment. 
and This effect of a lower price level in increasing the fraction of current 
ast private (disposable) income devoted to consumption is reinforced by 
and Hi its effect on the government’s contribution to the income stream. So 
red long as the price level, and with it money income, is below its initial 
T- | level, the government will continue to run a deficit. This will be true 
will even if employment is restored to its initial level, so that transfer pay- 
net # ments and loss in tax receipts on account of unemployment are 
ctly eliminated. The tax structure is progressive, and exemptions, rates, etc., 
oe are expressed in absolute dollar amounts. Receipts will therefore fall 
an 
void “If the real value of other assets of the community should fall, this would simply 


mean that the price level would have to fall farther in order to raise the real value of 
the community’s total stock of assets. Note that under the proposed framework, all money 


there in the community is either a direct government obligation (nondeposit currency) or is 
ts . backed one hundred per cent by a direct government obligation (deposits in the central 
peact bank). If this analysis were to be applied to a fractional reserve system, the assets whose 
: ” aggregate real value could be guaranteed to rise with no directly offsetting fall in the real 
that value of private assets would be the total amount of government obligations (currency 
jong- and bonds) held outside the treasury and central bank. On this and what follows, see 
A. C. Pigou, “The Classical Stationary State,” Econ. Jour., Vol. LIII (Dec., 1943), pp. 342- 
cline. 51, and “Economic Progress in a Stable Environment,” Economica, ns. XIV (Aug., 1947), 
ss 0! = =p. 180-90; and Don Patinkin, “Price Flexibility and Full Employment,” to be published 


n the September, 1948 number of this Review. 
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more than in proportion to the fall in the price level; expenditures, at 
most, proportionately.** Because of the emergence of such a deficit, the 
price decline required to restore employment will be smaller than jf 
the government were to maintain a rigidly balanced actual budget, and 
this will be true even aside from the influence of the deficit on the stock 
of money. The reason is that the price level will have to fall only to the 
point at which the amount the community desires to add to its hoards 
equals the government deticit, rather than to the point at which the 
community desires to add nothing to its hoards.*® 

The decline in the price level may restore the initial level of employ- 
ment through the combined effects of the increased average propensity 
to consume and the government deficit. But so long as a deficit exists, 
the position attained is not an equilibrium position. The \deficit js 
financed by the issue of money. The resultant increase in the aggregate 
stock of money must further raise the real value of the community’s 
stock of assets and hence the average propensity to consume. This is 
the same effect as that discussed above except that it is brought about 
by an increase in the absolute stock of money rather than by a decline 
in prices. Like the corresponding effect produced by a decline in prices, 
the magnitude of this effect is, in principle, unlimited. The rise in the 
stock of money and hence in the average propensity to consume will 
tend to raise prices and reduce the deficit. If we suppose no change 


* The effect of the lower price level on expenditures depends somewhat on the precise 
expenditure and transfer policy adopted. If, as is called for by the principle of determining 
the expenditure program by the community’s objectives, the real volume of government 
expenditures on goods and services is kept cyclically stable and if the program of transfer 
payments is also stated in real terms, expenditures will de¢line proportionately. If gov- 
ernment expenditures on goods and services are kept cyclica§ly stable in dollar terms, or 
the program of transfer expenditures is stated in dollar terms, expenditures will decline less 
than proportionately. 

“If the real volume of government expenditures on goods and services is kept cyclically 
stable and the transfer program is also stated in real terms, the aggregate expenditures of 
government under fixed expenditure and transfer programs would tend to be the same 
fraction of the full-employment income of society no matter what the price level. This 
fraction would be the maximum net contribution the government could make to the 
income stream no matter how low prices, and with them money income and government 
receipts, fell. Consequently, this force alone would be limited in magnitude and might not, 
even in principle, be able to offset every disturbance. If either program is in absolute 
terms, there would be no limit to the fraction that the government contribution could 
constitute of the total income stream. 

An alternative way to describe this effect is in terms of the relation between the expected 
expenditures and receipts of consumers, business, and government. It is a condition o! 
equilibrium that the sum of the desired expenditures of these groups equal the sum oi 
their receipts. If the government maintains a rigidly balanced budget, equilibrium requires 
that consumers and business together plan to spend what they receive (i.e., not seek to add 
to their money hoards). If the government runs a deficit, consumers and business together 
need not plan to spend all they receive; equilibrium requires that their planned expendi- 
tures fall short of their receipts by the amount of the deficit (i.e., that they seek to add 
to their hoards per period the amount of the deficit). 
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to occur other than the one introduced to start the analysis going, the 
final adjustment would be attained when prices had risen sufficiently 
to yield a roughly balanced actual budget. 
A disturbance increasing aggregate money demand Would bring into 
play the same forces operating in the reverse direction: the increase in 
employment would reduce transfer payments and raise tax receipts, 
thus creating a surplus to offset part of the increase in aggregate de- 
mand; the rise in prices would decrease the real value of the com- 
munity’s stock of money and hence the fraction of current income 
spent on consumption; the rise in prices would also mean that even 


‘after “overemployment” was eliminated, the government would run a 


surplus that would tend to offset further the initial increase in aggre- 
gate demand;*° and, finally, the surplus would reduce the stock of 
money. 

As this analysis indicates, the proposed fiscal and monetary frame- 
work provides defense in depth against changes in aggregate demand. 
The first line of defense is the adjustment of transfer payments and 
tax receipt s to changes in employment.” This eases the shock while the 
defense is taken over by changes in prices. These raise or lower the 
real value of the community’s assets and thereby raise or lower the 
fraction of income consumed. They also produce a government deficit 
or surplus in addition to the initial deficit or surplus resulting from the 
effect of changes in employment on transfer payments and tax receipts. 
The final line of defense is the cumulative effect of the deficits or sur- 
pluses on the stock of money. These changes in the stock of money 
tend to restore prices to their initial level. In some measure, of course, 
these defenses all operate simultaneously; yet their main effects are 
likely to occur in the temporal order suggested in the preceding discus- 
sion. 

Even given flexible prices, the existence of the equilibrating mecha- 
nism described does not of course mean that the economy will in fact 
achieve relative stability. This depends in addition on the number and 


” The limit to the possible effect of the surplus on the current income stream would be 
set by the character of the tax structure, since there would probably be some maximum 
percentage of the aggregate income that could be taken by taxes no matter how high 
the price level and the aggregate income. 


“Tt should be noted that this is the only effect taken into account by Musgrave and 
Miller in their calculations of the possible magnitude of the effect of automatic variations 
in government receipts and expenditures. (R. A. Musgrave and M. H. Miller, “Built-in 
Flexibility,” this Review, March, 1948, pp. 122-28.) They conclude that “the analysis here 
provided lends no justification to the view now growing in popularity that ‘built-in flexi- 
bility’ can do the job alone and that deliberate countercyclical fiscal policy can be dispensed 
with.” While this is a valid conclusion, it does not justify rejecting the view that “built-in 
flexibility” can do the job alone, since the “analysis here provided” takes no account of 
what have been termed above the “more fundamental correctives.” 
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magnitude of the disturbances to which the economy is subject, the 
speed with which the equilibrating forces operate, and the importance 
of such disequilibrating forces as adverse price expectations. If the 
lags of response are minor, and initial perverse reactions unimportant, 
adjustments would be completed rapidly and there would be no oppor. 
tunity for disequilibria to cumulate, so that relative stability would be 
attained. Even in this most favorable case, however, the equilibrat. 
ing mechanism does not prevent disturbances from arising and does not 
counteract their effects instantaneously—as, indeed, no system can in 
the absence of ability to predict everything in advance with perfect 
accuracy. What the equilibrating mechanism does accomplish is, first, 
to keep governmental monetary and fiscal operations from themselves 
contributing disturbances and, second, to provide an automatic mecb- 
anism for adapting the system to the disturbances that occur. 

Given flexible prices, there would be a tendency for automatic 
+ neutralization of any errors in the hypothetical income level assumed 
or in the calculations of the volume of expenditures and revenues at 
the hypothetical income level. Further, it would ultimately be of no 
great importance exactly what decision was reached about the rela- 
tion to establish between expenditures and revenue at the hypothetical 
income level (i.e., whether exactly to balance, to strive for a deficit 
sufficient to provide a predetermined secular increase in the quantity 
of money, etc.). Suppose, for example, that errors in the assumed in- 
come level, the calculated volume of expenditures and receipts, and the 
relation established between expenditures and receipts combined to 
produce a deficit larger than was consistent with stable prices. The 
resulting inflationary pressure would be analogous to that produced 
by an external disturbance and the same forces would come into play 
to counteract it. The result would be that prices would rise and the 
level of income tend to stabilize at a higher level than the hypothetical 
level initially assumed. 

Similarly, the monetary and fiscal framework described above pro- 
vides for adjustment not only to cyclical changes but also to secular 
changes. I do not put much credence in the doctrine of secular stagna- 
tion or economic maturity that is now so widely held. But let us assume 
for the sake of argument that this doctrine is correct, that there has 
been such a sharp secular decline in the demand for capital that, at the 
minimum rate of interest technically feasible, the volume of investment 
at a full-employment level of income would be very much less that 
the volume of savings that would be forthcoming at this level of income 
and at the current price level.** The result would simply be that the 


™ Because of the effect discussed above of price changes on the real value of assets, and 
in this way on the average propensity to consume, it seems to me that such a state of 
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the equilibrium position would involve a recurrent deficit sufficient to pro- 


ance vide the hoards being demanded by savers. Of course, this would not 
the really be a long-run equilibrium position, since the gradual increase in 
tant, the quantity of money would increase the aggregate real value of the 


community’s stock of money and thereby of assets, and this would 
tend to increase the fraction of any given level of real income con- 


)por- 
d be 


Drat- sumed. As a result, there would tend to be a gradual rise in prices and 
$ not the level of money income and a gradual reduction in the deficit.” 
in in 


V. Conclusion 


In conclusion, I should like to emphasize the modest aim of the 
proposal. It does not claim to provide full employment in the absence 
of successful measures to make prices of final goods and of factors of 
production flexible. It does not claim to eliminate entirely cyclical 
fluctuations in output and employment. Its claim to serious considera- 
tion is that it provides a stable framework of fiscal and monetary 
action, that it largely eliminates the uncertainty and undesirable politi- 
cal implications of discretionary action by governmental authorities, 
that it provides for adaptation of the governmental sector to changes 
occurring in other sectors of the economy of a kind designed to offset 
the effects of these changes, and that the proposed fiscal and monetary 
framework is consistent with the long-run considerations stated at the 
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d in- outset of this paper. It is not perhaps a proposal that one would consider 
d the at all optimum if our knowledge of the fundamental causes of cyclical 
d to fluctuations were considerably greater than I, for one, think it to be; it 


is a proposal that involves minimum reliance on uncertain and un- 
tested knowledge. 
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affairs would not lead to secular unemployment even if the quantity of money were kept 
constant, provided that prices are flexible (which is the reason for including the qualifica- 
tion “at the current price level” in the sentence to which this footnote is attached). But 
I am for the moment accepting the point of view of those who deny the existence or 
importance of this equilibrating force. Moreover, if the quantity of money were constant, 
the adjustment would be made entirely through a secular decline in prices, admittedly a 
difficult adjustment. Once again changes in the government contribution to the income 
stream and through this in the quantity of money can reduce the extent of the required 
price change. 
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“This and the preceding paragraph, in particular, and this entire section, in general, 
suggest a problem that deserves investigation and to which I have no satisfactory answer, 
namely, the characteristics of the system of equations implicit in the proposal and of their 
equilibrium solution, It is obvious that under strictly stationary conditions, including a 
stationary population, the equilibrium solution would involve constancy of prices, income 
per head, etc., and a balanced actual budget. The interesting question is whether there is 
any simple description of the equilibrium solution under specified dynamic situations. 
For example, are there circumstances, and if so what are they, under which the equilibrium 
solution will tend to involve constant money income per head with declining prices, or 
constant prices with rising money income per head, etc.? It is obvious that no such simple 
description will suffice in general, but there may well be broad classes of circumstances 
under which one or another will. 
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The proposal has of course its dangers. Explicit control of the 
quantity of money by government and explicit creation of money to 
meet actual government deficits may establish a climate favorable to 
irresponsible government action and to inflation. The principle of , 
balanced stable budget may not be strong enough to offset these 
tendencies. This danger may well be greater for this proposal than for 
some others, yet in some measure it is common to most proposals to 
mitigate cyclical fluctuations. It can probably be avoided only by moy- 
ing in a completely different direction, namely, toward an entirely 
metallic currency, elimination of any governmental control of the 
quantity of money, and the re-enthronement of the principle of a bal- 
anced actual budget. 

The proposal may not succeed in reducing cyclical fluctuations to 
tolerable proportions. The forces making for cyclical fluctuations may 
be so stubborn and strong that the kind of automatic adaptations con. 
tained in the proposal are insufficient to offset them to a tolerable de. 
gree. I do not see how it is possible to know now whether this is the case. 
But even if it should prove to be, the changes suggested are almost 
certain to be in the right direction and, in addition, to provide a more 
satisfactory framework on which to build further action. 

A proposal like the present one, which is concerned not with short- 
run policy but with structural reform, should not be urged on the public 
unless and until it has withstood the test of professional criticism. It is 
in this spirit that the present paper is published. 
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SHORT-PERIOD PRICE DETERMINATION IN THEORY 
AND PRACTICE’ 


By R. A. Gorpon* 


The recent debate in the American Economic Review regarding the 
| applicability of marginal analysis to practical problems of price and 
wage determination suggests that there is still need to examine critically 
the assumptions underlying the conventional theory of the firm and the 
extent to which these assumptions meet the test of business practice.’ 
The following pages elaborate upon a long-felt belief that conventional 
price theory has held to unnecessarily unrealistic assumptions, with the 
result that our analytical tool box is not as useful as it should be.* 

This paper is concerned only with problems of short-period price de- 
termination, although some of my comments will also have relevance for 
distribution theory. But little attention will be paid to the question of 
long-period equilibrium. I should add that the problem of oligopolistic 
uncertainty, as distinct from general dynamic uncertainty, is treated 
only incidentally. The difficulties inherent in applying the conventional 
| tools to oligopolistic pricing are already widely recognized. 


I. What Does Marginalism Mean? 


The essential characteristics of marginal price theory can be summed 
| up in the following basic assumptions, which are usually implicit in the 


*The author is professor of economics at the University of California, Berkeley. 
‘Revision of a paper presented at a meeting of the Pacific Coast Committee on Price 
' Policies, Social Science Research Council, September 4, 1947. 

*See R. A. Lester, “Shortcomings of Marginal Analysis for Wage-Employment Problems,” 
Vol. XXXVI (March, 1946), pp. 62-82; Fritz Machlup, “Marginal Analysis and Empirical 
» Research,” Vol. XXXVI (Sept., 1946), pp. 519-54; R. A. Lester, “Marginalism, Minimum 
| Wages, and Labor Markets,” Vol. XXXVII (March, 1947), pp. 135-48; Fritz Machlup, 
“Rejoinder to an Antimarginalist,” Vol. XX XVII (March, 1947), pp. 148-54; G. J. Stigler, 
“Professor Lester and the Marginalists,” Vol. XX XVII (March, 1947), pp. 154-57; H. M. 
Oliver, Jr., “Marginal Theory and Business Behavior,” Vol. XXXVII (June, 1947), pp. 
375-83. See also H. M. Oliver, Jr., “Average Cost and Long-Run Elasticity of Demand,” 
Jour. Pol. Econ., Vol. LV (June, 1947), pp. 212-21. 

‘In referring to “conventional” theory, I hope I shall not be accused of setting up a 
straw man. I have in mind such classics as those of Joan Robinson and Chamberlin and 
the journal literature which they inspired, the analysis in critical syntheses such as that 
of Triffin (Monopolistic Competition and General Equilibrium Theory (Cambridge, Mass., 
1940]), and the presentation in sophisticated textbooks such as those of Boulding (Economic 
Analysis [New York, 1941]) and Stigler (The Theory of Price [New York, 1946]). While 
some of my criticisms may have been partly met by particular journal articles or by a 
‘ootnote or appendix here or there, such contributions have not been integrated into the 
body of price theory used and taught by the majority of economists. 
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analysis: (1) business men seek always to maximize profits; (2) profits 
are maximized through adjustment in a limited number of directions 
and it is sufficient in many cases to consider adjustment in only one 
direction (output); (3) changes in the given data occur sufficiently 
infrequently that it is humanly possible to evaluate the results of 
variety of alternative possible adjustments in each new situation; and 
(4) the effects of dynamic uncertainty can be ignored or (what amounts 
to the same thing) uncertain expectations can be resolved into “cer. 
tainty equivalents.’”* These, in turn, involve a host of subsidiary as. 
sumptions, some of which we shall consider later. For the moment, let 
us deal with these major premises. While the existence and importance 
of the first assumption is universally recognized, this is not equally true 
of the others. 

The existence of the second assumption is generally recognized, but 
some of its implications are not. Cost and revenue are generally taken 
to be functions of merely one or at most a very few variables. (It is also 
usually assumed that these variables are continuous.) In much of 
modern price theory, cost and revenue are made single-valued functions 
of output only. Changes in the “data”—factor costs, production tech- 
niques, quality of product, etc.—are handled by shifting the curves, 
where the direction and amount of shifting are assumed to be given 
rather than as something to be explained. Price theory does aot ignore 
the possibility of shifts in the relevant functions, but the marginal 
analysis is applied only to movements along the assumed functions.’ 

Of course, not all of conventional theory makes this extreme assump- 
tion. Various writers have built upon Chamberlin’s treatment of product 
variation and selling costs and have developed improved techniques 
for including one or two variables in addition to output in the system 
of relations determining the profits-maximizing price. The number 
of additional variables included is always highly restricted and is 
usually limited to only one (selling cost), thus permitting the use of 
three-dimensional surfaces rather than two-dimensional curves. Also 


‘Professor Machlup seems to make marginalism depend upon only the first of thee 
assumptions. Cf. American Economic Review, Vol. XXXVI (Sept., 1946), p. 521. 


* Professor Machlup is correct in asserting that there is nothing inconsistent between 
modern wage theory and Professor Lester’s empirical finding that “Market demand is far 
more important than wage rates in determining a firm’s volume of employment.” Cf 
Lester, Am. Econ. Rev., Vol. XXXVI, p. 81, and Machlup, Am. Econ. Rev., Vol. XXXVII,p 
149.) What this finding does is to suggest that (a) shifts in a curve (here the demand for 
labor as a function of the wage rate) may be more important than movements along the 
curve and (b) the wage elasticity of demand for labor may be less than economists usually 
assume. The first point does not invalidate the conventional marginal type of wage theory 
any more than the second. Professor Lester expresses “grave doubts as to the validity of coD- 
ventional marginal theory and the assumptions on which it rests.” (Loc. cit.) Convention#l 
theory is valid, granted the assumptions. My doubts concern the assumptions. 
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the inclusion of the added variable or two is usually handled as an 
addendum to the analysis, and the major part of price theory continues 
to regard cost and revenue as being functionally related only to output. 
Such restriction on the number of variables included is important. 
Marginal analysis can be used with any number of variables (if, as 
Hicks reminds us, we are willing to use algebra rather than geometry), 
but the assumption of marginal adjustment becomes more and more 
unrealistic as the number of variables is increased. Marginalism as- 
sumes consideration of a range of alternative values for all the variables 
included. When the number of variables is large, it is humanly impos- 
sible for the business man to consider all theoretically possible alterna- 
tives. He must rely on short-cuts. 

This is all the more true when we consider the fact that the business 
man must face the prospect of continuous change. Here we come to the 
third major assumption mentioned. Marginal theory uses the technique 
of one change at a time. The business man is assumed not to worry 
about still further changes which may occur, and it is assumed that he 
has all the time he needs to adjust to each change after he becomes 
aware of it. In practice, changes occur so frequently and in so many 
different directions that the business man cannot possibly adjust 
marginally among all the relevant variables as the functions shift over 

time.° 

' Now we come to the fourth major premise. Marginal price theory 
assumes either that expectations are held with certainty or that these 
expectations, no matter how uncertainly held, can be translated into 
“certainty equivalents” susceptible to marginal adjustment. The ex- 
pectations themselves are taken as given rather than as something to be 
explained.’ We shall elaborate upon these assumptions in a later section. 
The point to be made here is that marginal price theory, even that part 
of it which purports to be “dynamic,” assumes away the penumbra of 
indeterminateness which continuous change and its resulting un- 
certainty inevitably create. 
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"In this respect, I think Professor Machlup is misleading when he says that: “Economic 
theory, static as well as dynamic, is essentially a theory of adjustment to change.” (American 
Economic Review, Vol. XXXVI, p. 521.) Static marginal theory is a theory of adjustment 
change under conditions which never exist in the real world. 

It is worth noting Professor Hart’s comment that “the determination of estimates and 
plans from events” represents a problem in the solution of which “the traditional tool of 
marginal analysis is useless.” A. G. Hart, Amticipations, Uncertainty, and Dynamic Plan- 
ning (Chicago, 1940), p. 8; see also Chapter 5 of this monograph. Most price theory is 
“4 owedly static and thus avoids the problem of expectations. As an example of a “dynamic” 
‘heory which, though it deals with expectations, in effect removes the independent effect of 
uncertainty from the problem, cf. J. R. Hicks, Value and Capital (Oxford, 1939), pp. 124-26. 
Hart, on the other hand, does consider certain independent effects of the existence of 
uncertainty, although he apparently takes the degree and kind of uncertainty as given in this 
part of his analysis. (Cf. op. cit., Chap. 4.) 
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We now need to examine critically the profits-maximization assump. 
tion. Before doing so, however, we must see what conventional theory 
means by “maximum profits” and by the cost and revenue functions 
which determine profits. In short, should these functions be interprete; 
“subjectively” or “objectively”? There is a surprising lack of agreement 
on this point. 

At the one extreme is the view that the relevant cost and revenye 
functions are purely subjective and are to be interpreted as including 
all possible anticipated effects on profits over the indefinite future. 
whether these effects can be quantitatively determined or not. This js 
Professor Machlup’s view.* Some economists take the opposite view and 
assume that the relevant cost and revenue functions have a determinate 
objective basis. In this version, the theory of the firm posits that ob- 
jectively measurable marginal cost will tend to be equated to equally 
measurable marginal revenue. Taken literally, this view requires the 
assumption of perfect knowledge of the shape and position of the cost 
and revenue functions. Some economists hold to this position explicitly, 
and a larger number reason as if they did so implicitly.° 

It must be confessed that some economists are careless in their han- 
dling of this important issue. They would admit immediately that 
economic behavior can be explained only in terms of the weighing oi 
choices as the individual sees them, but they proceed to discuss the 
relevant functions as if they were objective realities.” 

The assumption of perfect knowledge is obviously unrealistic, but 
Professor Machlup’s alternative is even less satisfactory. In his hands, 
the subjective interpretation of cost and revenue functions becomes no 
more than a means of rationalizing whatever it is that the entreprenew 
does.** Any action by the entrepreneur must be the result of the fact 
that his “subjective estimates, guesses and hunches” make that action 

* “Marginal analysis of the firm should not be understood to imply anything but sub- 
jective estimates, guesses and hunches.” American Economic Review, Vol. XXXVI, p. 52! 


°Cf., for example, R. F. Harrod’s statement that this assumption is required by the 
theory of the firm. (Oxford Economic Papers, No. 2 [May, 1939], p. 1.) Similar statement: 
that price theory requires this assumption are to be found in Conference on Price Researci 
Cost Behavior and Price Policy (New York, 1943), p. 17, and in C. C. Saxton, Economics 0/ 
Price Determination (Oxford, 1942), p. 4. Cf. also Triffin, op. cit., pp. 21, 62-67, 69. 

” Hall and Hitch are not unfair when they say that “The precise content of the terms 
‘marginal and average revenue’ and ‘marginal and average cost’ is usually left in obscurity. 
R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Oxford Econom« 
Papers, No. 2 (1939), p. 14. Cf. also Triffin’s statement that: “The whole analysis 0! 
monopolistic competition . . . is conducted as if this subjective sales [demand] curve wert 
merely the exact reflection of an objective sales curve, embodying the actual reactions 0! 
the market.” Op. cit., p. 63. 

“ Cf. a similar criticism of “Robinsonian” price theory voiced by J. S. Bain in “Markt! 
Classifications in Modern Price Theory,” Quart. Jour. Econ. Vol. LVI (Aug., 1942), P? 
562-65. 
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preferable to any other—+.e., it maximizes profits and therefore equates 
marginal cost and marginal revenue. The fact that the business man 
does anything (or the fact that he doesn’t do it) is proof that marginal 
cost and marginal revenue have been equated.** 

An intermediate position between the extremes cited seems to be 
called for on pragmatic grounds. In the remainder of this paper, I shall, 
therefore, reason as if the modern theory of the firm should and in fact 
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uding does assume that (a) although business behavior results from subjective 
ature, appraisals of the consequences of alternative lines of action, (b) these 
his js subjective appraisals are in fact informed approximations of objective, 
w and conceptually measurable magnitudes. Our problem then is to see 


whether, given this content of the cost and revenue curves of theory, 


inate, 
at ob- marginal analysis as usually applied provides a satisfactory explanation 
ually of price determination in practice. My conclusion is that it does not 


because it relies on an array of assumptions which in varying degrees 
do not hold in the real world. The remainder of this paper will be 
concerned with various of these assumptions, beginning with the sacred 
principle of profits-maximization. 


Il. To What Extent Are Profits Maximized? 


It is increasingly being admitted that business men may be guided 
by non-pecuniary motives as well as by the criterion of maximum profits. 
Professor Machlup grants that: “It is not impossible that considera- 
tions of this sort substantially weaken the forces believed to be at work 
'on the basis of a strictly pecuniary marginal calculus.’”** We know 
relatively little about these personal non-pecuniary motives, however, 
and even less about how they interact with the profit criterion to affect 
price and other business behavior. 

Even more important, probably, are what may be called the semi- 
pecuniary considerations that guide business firms. These semi-pecuni- 
ary considerations stem partly from the pressures which a firm’s insti- 


the 
cost 
icitly, 


han- 
that 
ing of 


ss the 


c, but 
vands, 
reneur 
e fact 


2 rs tutional environment places on it. Thus, all business men who are 
tements ae @Ware Of the identity of competitors, and who must deal directly with 
esearc, i) Organized groups in the purchase of labor, in securing capital, and in 
mics’! HS other fields, are continually engaged in strategic maneuvers to safe- 
cd guard the existence of their firms or to strengthen their position in one 
curity. ge 'eSPect or another.** These objectives have an indirect effect on profits, 
conomi * Cf. H. M. Oliver, Jr., Am. Econ. Rev., Vol. XXXVI, p. 376. 
lysis of _ “American Economic Review, Vol. XXXVI, p. 527; see also pp. 525-28. Cf. T. de 
4 = scitovsky “A Note on Profit Maximization and Its Implications,” Rev. Econ. Studies, 
oni Vol. XI (Winter, 1943), pp. 57-60, and the references to Hicks and Higgins mentioned 
there; also M. W. Reder, “A Reconsideration of the Marginal Productivity Theory,” Jour. 
“Market Pol. Econ., Vol. LV (Oct., 1947), pp. 450-58. 
42), pp *Cf. R.A. Gordon, Business Leadership in the Large Corporation (Washington, 1945), 


Chaps. 7-11. 
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but it would be a rare executive who could evaluate the effect with any 
precision. As a result, short-cuts come to be used in determining varioy; 
business policies—such as maintaining the firm’s traditional share oj 
the market, preventing organization of the labor force, or selling 
through particular distributive channels—where the relation betwee 
the short-cut guides and profits-maximization is not at all clear. Thes 
short-cut criteria are certainly “pecuniary,” in the sense that they have 
some bearing on the profits earned over the long run. But I cannot se 
how they can be handled by the conventional apparatus of theory. If 
they are included in the concept of revenue or cost, theory explain: 
nothing. Yet, they are too important to be ignored as exceptions. En. 
pirical price analysis must take cognizance of this array of subordinate, 
“semi-pecuniary,” and partly political considerations, and it must do 
so without much help from conventional price theory. 

The relation between these semi-pecuniary considerations and 
profits-maximization may be expressed ‘1s follows. Granted the ultimate 
objective of maximum profits, the business man—for a variety of 
reasons—adopts an array of semi-pecuniary, subordinate objectives 
Two difficulties then arise in relating pursuit of a subordinate objective 
to the usual concept of profits-maximization. It may be impossible, even 
conceptually, to express a functional relationship between profits and 
various degrees of fulfillment of the subordinate objective. (In some 
cases, because of ignorance or “irrationality,” the subordinate objective 
may become primary.) Secondly, marginal adjustment toward the 
secondary objectives may be impossible. The latter may not be subject 
to quantitative analysis, or adjustment may be possible only by very 
large steps. 

The existence of uncertainty makes this range of considerations 
particularly important. The business man cannot evaluate precisely the 
future effects of present action, and the penalty for serious errors can 
be severe. Operating in such a degree of uncertainty, he may very wel 
take the sort of action which yields a substantial margin of safety ani 
particularly the sort of action which promises to stabilize one or more 
of the variables with which he has to deal.’* We need to study thes 


* Cf. Oliver, Am. Econ. Rev., Vol. XXXVII, p. 381; L. Hurwicz, “Theory of the Firm 
and of Investment,” Econometrica, Vol. 14 (Apr., 1946), p. 110; also Hart’s analysis 
the effect of uncertainty on the desire for flexibility and liquidity (op. cit., Chap. 4). Thet 
is apparently a tendency among mathematical economists dealing with the dynamic theo) 
of the firm to handle the problem of “aversion to risk” by substituting utility-maximization 
(by the entrepreneur) for profits-maximization. (Cf. Hurwicz, op. cit., pp. 110, 115.) Ths 
seems to me to be jumping from the frying pan into the fire, so far as the usefulness 0! 
the resulting theoretical model is concerned. It also misses the fact that uncertainty involvé 
more than an indifference curve analysis relating pecuniary gain to subjective attitudes 
toward uncertainty-bearing. The existence of uncertainty may significantly alter the 
business man’s view as to how profits can be maximized by changing his conception o! “ 
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h any Mand the other subordinate objectives which help to determine business 
arious He behavior. And we need to know much more than we do about the inter- 
are of Hy action between these subordinate objectives and maximum-profits and 
elling HP possibly other “primary” objectives. In this connection I suspect that 
tween J “satisfactory profits,” as vague as that criterion is, is frequently a more 
These HP accurate description of the primary objective than “maximum profits.” 
r have This is particularly likely to be true of mature, successful firms. 
Ot see I should like also to suggest that economists tend to underrate the 
ry. li Heimportance of what may be called the liquidity-solvency motive in 
plains HP business. The fear of bankruptcy and the even more widespread fear of 
. Em- temporary financial embarrassment are probably more powerful drives 
linate, ethan the desire for the absolute maximum in profits.** In my own in- 
ist do HP vestigations, which have dealt only with very large firms, I have been 
impressed by the extent to which the “banker mentality”—leading to 
$ and Methe sacrifice of probable profits for the sake of an impregnable financial 
timate HP position—is found among top executives. My impression is that similar 
ty of Mefinancial considerations also play an important role in smaller scale 
Ctives. business.’ 
lective In an important sense, the primary aim of a business man is to stay 
:, even in business. Given the fog of uncertainty within which he must operate, 
ts and fe the limited number of variables his mind can juggle at one time, and 
some fe his desire to play safe, it would not be at all surprising if he adopted 
jective pa set of yardsticks that promised reasonably satisfactory profits in the 
‘d the @¥long run and a miximum of stability in his relations with customers, 
ubject suppliers and competitors.** These conditions suggest that many busi- 
y very Meness men are likely, as we have already noted, to substitute the principle 
)of satisfactory profits for that of profits-maximization. These considera- 
‘ations HP tions also suggest, for reasons that we shall examine later,’® that busi- 
sly the #eness men may seek to use average total rather than marginal cost as a 
rs cal [guide in pricing in order to achieve satisfactory profits. 
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Hy and Ill. The Nature of the Cost Function 

* more As noted earlier, we are forced to conclude that economists do in fact 

elations between iii ‘ail what we have called the ibeniiinatis objectives. Cf. Hart, 

he Firm 


alysis af “ Cf. Hart’s interesting analysis of the effects of uncertainty, combined with imperfections 


). There in the capital market, on the firm’s desire for liquidity. Op. cit., pp. 67-72. 

c theor) " These considerations are likely to be particularly important in the making of invest- 
mization ment decisions and in the formulation of price decisions during depressions. 

5.) or “What was said earlier about subordinate and primary objectives is relevant here. The 
var . pact of uncertainty and a fear of unfavorable contingencies may lead the business man to 
a Promote the subordinate objectives of financial safety and competitive stability to the 
nage status of primary objectives. Forseeable profits are not maximized in order to “maximize” 
Iter 2 he conditions which are considered a sine qua non for any profits at all over the long run. 
ol ut 


"See, particularly, Section IV, below. 
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assume that cost and revenue functions have an objective basis. Econ. 
omists usually go further and reason as if there existed determinate. 
single-valued, continuous functions, both of cost and revenue, that are 
(at least approximately) known to the business man over the opera- 
tionally significant range of possible output. We shall postpone until 
the next section consideration of the validity of this assumption on the 
revenue side. Here I wish to consider some of the assumptions made 
with respect to costs. 

We need mention only briefly the generally recognized fact that the 
cost and revenue functions are not independent. The dependence of 
the demand curve on the level of selling costs was set forth explicitly by 
Chamberlin, but in the dozen odd years that have elapsed since the 
first edition of The Theory of Monopolistic Competition, price theorists 
seem generally to have avoided the embarrassing complications which 
selling costs introduce into the conventional formulations. Even today 
we have little systematic treatment of the factors which determine how 
monopolistically competitive firms combine changes in selling cost and 
changes in price to achieve approximations to a maximum-profit posi- 
tion.” 

Selling expense represents only one of the ways in which the firm 
may deliberately shift its cost and revenue functions as a part of its 
adjustment to changed conditions. Changes in product specifications, 


also mentioned by Chamberlin, represent another way. The point has 
been made, for example, by Saxton, that, since firms do not know how 
much they can sell at various prices, they are likely to take the price as 
given and then vary selling expense and nature of the product.” Total 


* The more sophisticated texts, however, do now deal briefly with selling costs, but in 
a highly formal way that does not throw much light on the subject. In The Theory of Price, 


Stigler devotes a section of four pages (pp. 260-63) to the formal solution (through the J 


use of indifference curves) of monopoly pricing where both selling cost and output are 
varied. Elsewhere he briefly discusses the distinction between selling and production costs 
(pp. 251-52); and, in connection with demand under oligopoly and price determination 
under monopolistic competition, he offers some general remarks on non-price competition 
(pp. 232-33, 283-85). Boulding, in his Economic Analysis, deals with selling costs twice, 
at some length and at a very formal level in Chapter 26 and very briefly in an appendix 
to Chapter 27. It cannot be said that either Stigier’s or Boulding’s treatment, or the limited 
literature on which they are based, carry us much beyond Chamberlin’s original analysis. 
Both authors have relatively little to say about what is perhaps the most important aspect 
of the relation between selling cost and price, namely, how competitive relations and 
dynamic uncertainty affect the way the business man combines price, selling cost, and 
change in quality of product to achieve his short-cut approximations to a maximuim-proils 
position. The theory of selling cost, as refined by these writers through the use of indif- 
ference curve analysis, is not much more than an interesting exercise in geometry. 

™C. C. Saxton, of. cit., p. 13. Saxton confines this case to organized markets in which 
no firm kas any control over the price but in which some degree of product differentiation 
and customer attachment is possible. Sales are assumed to require selling effort. It seems to 
me that similar adjustments might well be made by firms who have more control ove 
price than he assumes, although we must not exaggerate the flexibility of selling expen 
in short periods. It is interesting to note that Chamberlin said some fifteen years 490 
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cost is here a function of three variables. Of these, two are not usually 
considered by the economist.” The one that is—output—becomes the 
passive result of the other two rather than the variable which the 
business man chooses to manipulate. 

It is probably also time to do something about the assumption, which 
is still too often made, that each firm produces only one product. The 
truth of the matter is, of course, that virtually no firm produces only 
one product; the multi-product case is the usual one in manufacturing 
and were ** There is an interesting parallel between the competitive 
assumptions price theory adhered to for more than a century and the 
assumptions it still makes regarding cost allocation among products. 
Today, by far the greater part of price theory deals only with the two 
extreme cases, the single-product firm and the pure case of joint costs, 
just as, for So many years, it ignored the real world existing between the 
extremes of perfect competion and pure monopoly." 


“Where both prices and ‘products’ may be varied, complete equilibrium must involve 
ta uty with respect to both. The notion of a ‘product oquilibcium’ needs explanation, 


the price adjus tment for a given product, has passed it by completely, and it seems to have 
occurred to no one that the inverse problem might be put of the product adjustment for 
a given price.” (The Theory of Monopolistic Competition, 2nd ed. [Cambridge, Mass., 

36], p. 73.) In a footnote, Hotelling is mentioned as an exception. 

“For one interesting attempt to include changes in product specifications and selling 
cost, see Stephen Enke, “Profit Maximization under Moriopolistic Competition,” Am. Econ. 
Rev., Vol. XXXI (June, 1941), pp. 317-26. M. W. Reder has suggested a technique which 
can be applied in the analysis of selling costs, and also of interrelated demands for one 
product over time and for several products produced at the same time. (M. W. Reder, 
Inter-Temporal Relations of Demand and Supply within the Firm,” Canadian Jour. 
Econ. and Pol. Science, Vol. VII [Feb., 1941], pp. 25-38.) Both of these articles are subject 
) the general limitations of marginal analysis discussed in the present paper. Among the 
articles dealing with the formal theory of selling costs, see the excellent but relatively 
neglected article by N. S. Buchanan, “Advertising Expenditures: A Suggested Treatment,” 
Jour. Pol. Econ., Vol. L (Aug., 1942), pp. 537-57. 

“Cf. Conference on Price Research, Cost Behavior and Price Policy, p. 170. 


“Referring again to our textbook examples, we find that Stigler and Boulding both 
briefly consider the multiple-products case, but only as a formal exercise and then only as 
an addendum to the main part of their treatment of price determination, which assumes 
a single product. (See The Theory of Price, Chap. 16, and Economic Analysis, pp. 523-25, 
592-93 ) Stigler states in passing that: “Although the existence of new multiple products 
does not change radically the formal theory of the firm, it is probable that important 
substantive changes are effected” (op. cit., p. 313). His elaboration of this comment is 
mited to a few paragraphs. For other recent attempts to deal with the formal theory 

Negi pricing, see, for example, M. W. Reder, Canadian Jour. Econ. and 
, Vol. VII, pp. 37-38; M. R. Colberg, “Monopoly Prices under Joint Costs: Fixed 
‘roportions,” Jour. Pol. Econ., Vol. XLIX (Feb., 1941), pp. 103-10; and R. H. Coase, 
‘Mono oly Pricing with Interrelated Costs and Demands,” Economica, Vol. XIII (N.S.) 

November, 1946), pp. 278-94. It may be recalled that Hicks generalized his analysis to 
include multiple products, but his analysis is too formal to be of much help. He assumed 

riect competition, variable proportions, and (implicitly) perfect knowledge concerning 
all possible marginal relationships between products and factors. (Cf. Value and Capital, 

PP. 85 ff., 194, and 319-20.) 
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The characteristic of common, as distinct from joint, cost is that 
increasing the output of one product does not necessarily entail ap 
increased output of other products in fixed proportions. Yet there are 
costs which are common to the several products and must be allocated 
on some arbitrary basis among them. To the extent that it is only fixed 
costs which have to be allocated, no modification should be required 
with respect to the theory of short-period price determination. Variable. 
and therefore marginal costs, are not made indeterminate by virtue of 
the firm’s producing more than one product. For the longer period, 
where total unit costs must be considered, complications do arise which, 
so far as I know, have never been adequately solved. For both the long 
and short period, the existence of common costs—particularly if nu- 
merous products are involved—creates an almost irresistible tendency 
to price on an average cost basis. The existence of numerous products 
with common costs makes imperative the use of short-cut approxima- 
tions and makes impossible the continuous reckoning of changes in cost 
resulting from changes in the output of one or more products.” The 
result is more or less arbitrary systems of cost allocation, “standard 
costing,” and the use of average allocated cost as a guide in the pricing 
of each product. 

It may be worth noting that in many cases, technically variable pro- 
portions become in effect economically fixed proportions.” If the pro- 
portions between several products can be altered only by incurring 
large fixed costs, or if the proportions can be altered only in large steps, 
we approach the true joint-cost case—at least for substantial ranges 
of output. In these cases, there is no ascertainable marginal cost. 

For these and similar reasons, we must agree with the Conference 
on Price Research when they conclude, regarding the multi-product 
case, that, whatever the basis of estimating cost actually used, “it is 
not ordinarily the ascertainable incremental cost of a separate product 
which sets the limit below which a firm will not sell, but rather this plus 
some share of the common cost.”* 

Similar difficulties arise in the case of multi-process operations.” 

* Cf. Cost Behavior and Price Policy, p. 181. The existence of many variables subject 
to manipulation by the business man has an effect upon the latter’s decision-making 
similar to that created by uncertainty as to future events. Both destroy the possibility o! 
knowing what the effects of marginal adjustments would be and force upon him adherence 
to “short-cut” objectives. 

* Cj. ibid., p. 178. 

*" Cf. ibid., p. 268. 

* Cf. W. J. Eiteman, “The Equilibrium of the Firm in Multi-Process Industries,” Quart 
Jour. Econ., Vol. LIX (1945), pp. 280-86. Multi-process operations should be distinguished 
from multi-plant production of a single product. The latter case also has had less attention 
than it deserves. See, however, the interesting article by Don Patinkin, *Multi-Plant 


Firms, Cartels, and Imperfect Competition,” Quart. Jour. Econ., Vol. LXI (1947), PP. 
173-205. 
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Typically, in manufacturing, labor is applied in a sequence of steps, 
each of which we may calla process. The various processes need to be 
synchronized, and the process of synchronization may yield some opera- 
tions in which output can be expanded easily and others in which out- 
put can be expanded only at heavy expense or only in very large 
increments. “Bottleneck” departments side by side with departments 
having some “excess capacity” are not uncommon in industry. 

This type of situation leads to two major difficulties. The total cost 
function, covering all departments, can become markedly discontinuous, 
and “attempts to apply the marginal type of analysis . . . leads to hope- 
less complexity.”*® Again, there is an irresistible tendency to price on 
the basis of average total cost for some “normal” level of output. This 
is the yardstick, the short-cut, that business men and accountants use, 
and their aim is more to earn satisfactory profits and play safe than 
to maximize profits.*° 

As a matter of observed fact, also, we may note that modern ac- 
counting practice and internal management policies frequently lead to 
the treatment of total cost in one process as variable cost in the next. 
This is particularly likely to occur where the departments are in 
separate plants under different managers. The part or material pro- 
duced in one part of the firm is treated as if it were purchased from 
another company. 

We remarked a moment ago that multiple-process conditions tend to 
create discontinuities in total cost functions. Other conditions, centering 
around the imperfect divisibility of factors, will tend to make total costs 
rise in large steps, instead of continuously, as theory usually assumes.” 
Partially variable (or partially fixed) costs are common in industry. 
As a result, price determination is affected in a number of ways. The 
distinction between long and short periods is blurred; the frequent need 
ior large “chunks of expenditure” as output increases leads to emphasis 
on the long-run maintenance of demand and to some unwillingness to 


“The second point is made by Eiteman, op. cit., p. 284, from which the quotation is 


"Lester mentions the complexity in cost calculations created by multi-process opera- 

ns, and Machlup has replied that it is easier to measure the increment in total cost than 
‘o compute averages before and after the change in output. (American Economic Review, 
Vol. XXXVII, p. 151.) This is true, of course. The point is, however, that business men 
do not try to recompute aggregate or average cost for every contemplated change in output 
nd particularly not for small variations. 


“It is interesting to note Stigler’s comment that: “Since the triumph of geometry and 
calculus over arithmetic in the exposition of economic theory, very little attention has been 
levoted to the question of discontinuous cost curves.” (G. J. Stigler, “A Note on Discon- 
tinuous Cost Curves,” Am. Econ. Rev., Vol. XXX [Dec., 1940], p. 832.) The only excep- 
tions that Stigler notes are the two books on the theory of production by Carlson and 
Schneider and an article in the Economic Journal (1933) by M. F. W. Joseph. However, 
See also B. Higgins, “Elements of Indeterminacy in the Theory of Non-Perfect Competi- 

"Am. Econ. Rev. , Vol. XXTX (Sept., 1939), esp. pp. 472-73. 
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expand output beyond certain limits even if it is probable that profits 
would be increased;** and again there is a tendency to price on ap 
average-cost basis in which semi-fixed costs are included. 

This list of criticisms of the conventional treatment of costs could 
be substantially expanded. It is not unfair to say that, as a rule. 
theorists have been too much concerned with drawing simple, smooth 
curves without paying adequate attention to what the complications oj 
reality may do to their conclusions when based on such artificial as. 
sumptions. 

The economist continues to ignore the influence of the cost account. 
ant. The business man, if not the economist, has accepted the ac. 
countant’s miracle of converting fixed cost into variable cost. A related 
problem has to do with the relation between short- and long-period cost 
functions, the meaning of short and long periods in this connection, and 
the nature of the complicated relations between cost and scale of plant 
in the long run.** 

Most of the dispute between empiricists and orthodox theorists arises 
with respect to short-period pricing, and it is only with short-period 
pricing that we are concerned in this paper. In a sense, there is no long- 
period pricing in the real world,** but particular prices will, of course, 
reflect underlying tendencies over whatever period the theorist calls 
long. In the long period, the theorist and the empiricist have relatively 


little quarrel so far as the average cost vs. marginal cost controversy 
is concerned. The theorist admits the importance of average costs and 
the empiricist grants that, for many types of problems in the long run, 
incremental costs play an important role.** We need to know much 
more than we do about the considerations business men take into 
account in making long-period plans, and how these long-period calcu- 
lations are related to price and output decisions during shorter periods. 


"Stigler, in the reference just cited, also notes that where cost discontinuities exist the 
business man “may not attempt to verify that his present profits are at a maximum 
maxima” (op. cit., p. 835). Stigler uses conventional marginal tools, including continuous 
curves, by adopting the device of shifting cost curves for each different amount of the 
imperfectly divisible factor. 

"For some interesting comments on the problem of allocating fixed costs to specific 
units of product, see C. Reinold Noyes’s memorandum on “Costs in Relation to Output, 
published as an Appendix to Joel Dean, The Relation of Cost to Output for a Leather 
Belt Shop (National Bureau of Economic Research, Technical Paper No. 2). This paper 
was also published under the title “Certain Problems in the Empirical Study of Costs’ » 
the American Economic Review, Vol. XXXI (Sept., 1941), pp. 473-92. 

“Cost Behavior and Price Policy still represents the most useful and realistic treatmen! 
of this range of problems, but it is no reflection on the authors to say that more questions 
are raised than answered. 

* But long-period decisions are made—as to scale of plant, choice of products, ¢tc 
which affect prices. 

“In combining the factors, choosing products, deciding on scale of plant, etc. 
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The business man’s horizon is different for different types of decisions. 
In deciding upon new products, new production techniques, or upon 
, particular scale of plant, he will take into account a much longer 
period than that for which he sets prices and determines his rate of out- 
put. Incremental calculations may well be involved in his long-period 
decisions. But the long-period decisions may determine norms—re- 
varding price differentials for his array of products, the notion of a 
“fair” or “safe” price which (with his long-run anticipations as to cost 
and demand) will return a satisfactory profit, the share of the market 
that he should maintain to stabilize (and minimize) oligopolistic compe- 
tition, and so on—which will vitally affect short-period price decisions. 
The relation between long-run objectives, uncertainty, and short-period 
planning is discussed further in the next section. 


IV. The Revenue Function and the Element of Time 


The most critical weakness of conventional price theory probably 
lies in the assumptions it makes concerning the business man’s knowl- 
edge of his demand situation.** The theoretical treatment of the revenue 
function and its relation to price determination yields analytical tools 
which are only of the most limited application in the real world. 

First of all, virtually all students of the available factual evidence 
agree that business men know very little about the nature of the demand 
curve for their various products.** The pictures of continuous, nega- 
tively inclined demand curves that the theorist draws are figments of 
the theorist’s (not the business man’s) imagination—at least so far 
as imperfectly competitive, industrial markets are concerned. Perhaps 
the outstanding fact about the business man’s assumptions regarding 
the elasticity of demand for his product is his ignorance of the relation- 
ships involved. The business man does not ordinarily know how, in the 
short period, sales would vary at different selling prices. Further, he 
ordinarily assumes that there is not much point to trying to find out— 
in the short period. His great concern, on the demand side, is with the 
probability of a constantly changing volume of sales at a given price. 
In making his price decision, the business man is more concerned with 
the fact of uncertainty regarding future shifts in demand than with the 
shape of the demand curve at any particular moment.*® 


" “The inadequacies of our analytical tools for empirical price research are, perhaps, 
most conspicuous on the demand side.” Conference on Price Research, Cost Behavior and 
Price Policy, p. 276. 

"The findings of Hall and Hitch (op. cit., p. 18) are perhaps the best known but by 
io means the only evidence on this point. 

: Cf. Cost Behavior and Price Policy, p. 269. In imperfectly competitive markets, the 
“ever's uncertainty regarding his demand situation is of two sorts, which we may call 
Wgopolistic uncertainty and general dynamic uncertainty. The former exists in all cases 
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If this is correct, the business man may not, in the short period. 
always consider price as one of the variables he is free to manipulate, 
along with output, in his search for satisfactory or maximum profits, 
It is natural for all business men to seek to reduce the uncertainty that 
goes with constantly changing demand-and-supply conditions. In im- 
perfectly competitive markets, they may assume that they know more 
about and have greater control over the relation between the kind and 
amount of selling expense and sales and between product variation and 
sales than they do with respect to the price elasticity of demand. This 
will be particularly true if oligopolistic uncertainty exists also. As a 
result, there may be a tendency in many cases to minimize the efiective- 
ness of price changes as a method of increasing profits or reducing 
losses. 

At this point we must raise the troublesome question of the time 
periods that are relevant for the study of price determination. Most 
economists base their distinction between short and long periods on 
cost-and-suppiy considerations—on the time necessary to permit 
changes in the scale of plant and in the number of competitors. Profes- 
sor Machlup is quite right in emphasizing that the more significant 
basis for the distinction between short and long periods is to be found 
on the demand side and has to do with the time that a given demand 
situation is expected to last.*° 

This, however, is only part of the story. Over what length of time 
are effects considered in making assumptions as to the nature of the 
revenue function? How is this related to the period for which a given 
demand situation is anticipated to prevail? Or to the period for which 
the price is quoted? Or to the normal planning or adjustment period 
of the firm? These questions cannot all be answered here, and I am not 
competent to answer all of them. My main point is that conventional 
price (and wage) theory has not squarely met the complications which 
the element of time creates, and hence we have here another reason why 
the theorist’s tools are of such limited usefulness in empirical price 
research." A few further comments on the time problem may be in 
order. 


where the action of at least some competitors must be taken into account. This is the 
typical case in industrial markets. In the text, however, we are more concerned with 
general dynamic uncertainty, which is the inevitabie product of change, Ordinarily, a firm 
is better able to reduce oligopolistic uncertainty than it is the uncertainty that coms 
from constant change. 

““The duration for which demand conditions are expected to prevail will determine 
the relevant ‘period’ of cost anticipations.” American Economic Review, Vol. XXXVI, 
p. 524. 

“Most writers in the field of price theory ignore the complications created by the 
passage of time or dispose of them in cavalier fashion. Among the textbook writers, Stigler, 
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Some economists apparently assume that the revenue function should 
be defined in such a way as to include the effects on future profits of 
action taken in the present. This seems particularly to be the case when 
the cost and revenue functions are interpreted exclusively in subjective 
terms.** Presumably, also, the revenue and cost functions of the current 
period could be made to include anticipations as to future changes in 
demand, etc., which are not the direct effects of present price and out- 
put decisions, although this problem is ordinarily ignored in the as- 
sumptions underlying a stationary model. 

I do not know how many economists would share Professor Mach- 
lup’s view that all relevant anticipations should be translated into 
effects on the cost and revenue functions of the present period. Since 
the literature is by no means clear on this point, it may be worth em- 
phasizing the obvious difficulties that arise when we try to handle the 
problem of anticipations with the conventional tools of marginal analy- 
sis. Where the business man’s horizon extends beyond the short period 
of price theory, marginal theory can apply the principal of profits- 
maximization in either of two ways. It can compress the indefinite 
future into the present, include all relevant anticipations in the cost 
and revenue functions of the present period, and say that price and 
output are determined by the equality of marginal revenue and margin- 
al cost. Here the static tools of a single period’s cost and revenue func- 
tions are used. Or the theory of the firm can attempt to be “dynamic” 
by introducing separate cost and revenue functions for each period 
within the business man’s horizon (7.e., multi-period analysis). In this 
case, the equilibrium condition of maximizing the present value of 
future earnings need not result in equating marginal cost and marginal 
revenue of the current period. Instead, cost-revenue relationships dated 
through time are explicitly introduced into the analysis. 

Of these two approaches, the latter is clearly the better, although, as 
it has thus far been used in the literature on the dynamic theory of the 


lor example, specifically excludes uncertainty from his exposition (cf. The Theory of 
rice, p. 329), although he does have a brief treatment of the effect of price anticipations 
i market price (pp. 149 ff.) and of interperiod relationships as they affect inventories 
and scale of plant under conditions of perfect competition (pp. 166-71). Boulding, who 
tas a chapter on “The Equilibrium of an Enterprise in Time,” makes this interesting 
admission: “It is clear that when we take time into our consideration in a specific fashion, 
much of our previous analysis must be modified. The task of reformulating the theory 
i monopoly, of selling cost, of imperfect competition in terms of expectations, capital, 
and time is one which remains for the future.” (Economic Analysis, p. 739.) In the last 
‘eW years, increasing attention has been given to the dynamic aspects of the theory of 
‘ne lirm. See, for example, the bibliography in L. Hurwicz, op. cit., pp. 135-36. Some of 
the limitations of this literature are discussed later in this section. 


“Cf. Machlup, Am. Econ. Rev., Vol. XXXVI, p. 524. 
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firm, it too suffers from serious limitations. Except for the convenience 
of geometric representation, there is no need to use the first approach 
and to express the maximization condition in terms of the equality of 
marginal cost and revenue of the current period. Single-period analysis 
has three alternatives: (a) it can ignore all anticipations relating to 
future periods; (b) it can include anticipations only in so far as they 
relate to future effects of present action; or (c) it can include all antici- 
pations, both those mentioned in (b) and also anticipations as to future 
change which are independent of present action. The first method 
cannot explain dynamic price behavior, and neither can the second. 
Both the second and third methods involve the misleading and tauto- 
logical device of “adjusting” the functions of the present period for 
changes expected to occur in the future. This is particularly true of the 
third method. Constant shifting of static functions, when no attempt 
is made to explain the shifts, does not add to our knowledge of price 
behavior in a changing world. 

Let us now refer briefly to recent attempts to make marginal analysis 
dynamic through the use of multi-period analysis.** Here the maximiza- 
tion condition is applied to the present value of the anticipated net 
revenue resulting from future cost-revenue relationships, for all periods 
within the business man’s horizon. These future functional relationships 
can be assumed to be known with certainty or can be taken as “con- 
tingency zones” from which mean or most probable values can be 
derived. Even in the latter case, current dynamic theories of the firm 
utilize marginal analysis by assuming that uncertainty does not prevent 
the business man’s setting up precise functional relationships between 
expected “adjusted” values of all the variables in all periods taken into 
account. This assumes that the business man has a definite production 
and marketing plan related to definite anticipations regarding the 
probability distributions of future prices, sales, and costs extending 
over a considerable number of future (planning or adjustment) periods. 
The present discounted value of all future net receipts can then be 
maximized by marginal adjustments of present output and input in 
relation to the planned outputs and inputs of all future periods. 

The assumption of detailed knowledge implied in this approach is 
indeed heroic. So also is the assumption that uncertain expectations 
can be transformed in single-valued equivalents after adjustment for 
a factor to express the business man’s attitude toward the uncertainty 
involved,** thus ignoring the possible independent effect of uncertainty 

“T suppose that Hicks’ Value and Capital still remains the best known of such attempts. 
Other examples are cited in the footnotes in this section and in Section I. 

“Cf. Hicks, op. cit., p. 126; O. Lange, “A Note on Innovations,” reprinted in Reading: 


in the Theory of Income Distribution (Philadelphia, 1946), pp. 181-85; also the latters 
Price Flexibility and Employment (Bloomington, Ind., 1944), Chap. VI, esp. p. 31. 


| 
| in 
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in modifying the profits-maximization criterion.** Nor does this ap- 
proach have anything to say about how given expectations get into the 
business man’s mind—except through the positing of artificially simple 
relations between expectations and past and present experience.“ 
It cannot be said, therefore, that the recent dynamic versions of 
rginal theory have as yet carried us very far. Nor can it be said that 
here has yet been any general use of dynamic models on a scale that 
vould warrant our concluding that “conventional” price theory has 
e dynamic in its approach. I am not hopeful that a realistic 
ynamic theory of the firm can be set up along the mathematical lines 
that have marked the recent work in this field. It is clear, however, that 
progress lies in the direction of further study of expectations*’ and the 
use of some form of period analysis. 
Even with its limitations, the “multi-period” approach, in which 
lating of the variables is explicitly introduced, is likely to be more 
fruitful than the classic statical approach. We are not likely to learn 
much about actual price behavior by “doctoring” the cost and revenue 
functions of a given short-period sufficiently so that profits-maximiza- 
tion over the indefinite future means the same thing as equating “short- 
run” marginal cost and revenue. In this connection, it may be worth 
mentioning an obvious point which some economists seem to forget. 
When the conditions of equilibrium are stated in terms of an equality 
{ current marginal cost and revenue, total revenue is defined to include 
all effects of the given change over the indefinite future; and the marg- 
| revenue curve includes these effects, too. But plans are made and 
rices quoted for some period shorter than the indefinite future—in 
the case of the “short period” for a period which is much shorter. 
Price, therefore, is not average revenue in the same inclusive sense used 
in the definition of marginal revenue; it is average revenue in the 
larrow sense of current sales receipts divided by the physical volume 
' sales. Marginal revenue defined broadly cannot be derived from the 
emand curve which defines average revenue as the actual price at 
1 sales can be made.** Some writers eliminate this difficulty simply 
ted previously (footnote 16, above), Hart does recognize the effect of uncer- 
y in increasing the business man’s desire for flexibility and liquidity. These become 
ibordinate objectives within the framework of ultimate profits-maximization. Unfor- 
tunately, this fruitful approach has not been fully explored in the literature on the dynamics 
t busiz behavior. As noted in footnote 15, some writers substitute utility-maximization 
its-maximization to allow for personal attitudes toward uncertainty-bearing. This 
= but tautology to the explanation of business decisions and ignores the way un- 
nty affects the business man’s conception of the relation between long-run profits- 
zation and subordinate objectives. 
Hicks’ elasticity of price-expectations. 
otnote 57, below. 


fess r Oliver makes what seems to be the same point. Cf. A mericon Economic Re- 
Vol. XXXVII, p. 377. 
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by forgetting their inclusive definition of marginal revenue when they 
come to juxtapose the conventional curves to find the profits-maximiz. 
ing price. 

We may now raise the question: what is the empirical counterpart 
of the “short-period” of modern price theory? So far as industrial 
markets are concerned, I think it is useful if we distinguish between the 
“job shop” type of business, which quotes on individual orders ty 
particular specifications and produces only after the sale is made, and 
the type of business which is geared to continuous production of one or 
more products, for which production plans are made and prices quoted 
in advance of sales.* 

The second type of firm is the more important one in practice and js 
the one that raises the more serious problems for short-period price 
theory. It is here that we encounter the posted or list price, and this 
price is formulated for some period in advance, which may or may not 
be announced to prospective buyers. Let us call this the price-quoting 
period, which may be for a month, a season, a year, or longer.” 

At the beginning of any such period, the price is determined along 
with some estimate of sales. To this extent, the business man does make 
some assumption regarding demand elasticity for the price-quoting or 
planning period. But it is neither a profits-maximizing nor marginal 
calculation in the sense that the business man actually considers a range 


of possible combinations of prices and levels of sales and actually (or 
subconsciously?) compares the probable total revenue and total cost 


“” This distinction is not altogether clear cut, and the two types shade into each other 
A steel mill is geared to continuous production, but it produces rolled steel products on 
order to customers’ specifications. Yet the steel mill sets its prices in advance of production 
in the same way as, say, a cigarette or soap company producing for stock i advance oi 
sales. 

In many cases, the price may be intended to apply “until further notice.” It is probably 
not stretching the facts to say that even in these cases the sellers will have a planninz 
period at the end of which the price will be reviewed. It may be recalled that Professor 
Clark distinguishes between the case of “supply-governed” prices, in which the producer 
will sell at whatever the market will bring, and that of “quoted prices,” where sales are 
made at a price determined in advance. (“Toward a Concept of Workable Competition, 
Am. Econ. Rev., Vol. XXX [June, 1940], p. 244.) If I understand this distinction, “supply- 
governed prices” are rare outside the organized commodity exchanges. Even where the 
price changes frequently in an approximately perfect market (e.g., cotton textiles), salts 
contracts are made on the basis of a “posted price” for some short period of time, an 
production plans are made in the light of the volume of sales thus made. Sales contract: 
usually call for future delivery at a definite price; and I should imagine that, outside 0: 
agriculture and perhaps a few basic raw materials, there is little advance production wi’ 
the intention of selling “at whatever the market will bring.” However, where the fm 
has little control over its price and the market price changes frequently (which seems ‘0 
be primarily what Professor Clark means by “supply-governed” prices), the business mi 
may have a very short price-planning period for determining what sales to accept \” 
strive for) at the given price, and a longer “budget-planning” period in which a varit) 
of plans (procurement, investment, inventories, etc.) will be made on the assumption 0! 
some average price. 
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resulting from the various possible combinations. As a matter of fact, 
the business man will assume that his sales estimates will be wrong to 
some extent, but he is almost certain to be prepared, within a consider- 
able margin of error on both sides of his sales estimate, to maintain his 
price during the period for which plans are being made."' He may, 
however, very well be prepared to change his product specifications, 
production techniques, or the nature and amount of selling effort. He 
will certainly be prepared to vary his output within a considerable range 
at the given price. 

As time now elapses within the planning or price-quoting period, the 
unknown demand curve (defined for each of a succession of brief 
periods shorter than the price-quoting period) may shift frequently or 
may remain below or above the level implied in the estimates made at 
the beginning of the period. Under what conditions will changes, on the 
demand or cost side, lead to a change in price? 

The change will have to be substantial—greater than that envisaged 
as probable at the time the estimates were made. Since most markets 
are to some degree oligopolistic, the anticipated or observed behavior 
of competitors will be the most important factor influencing the firm’s 
willingness to change the price. Before the price is changed, strong 
efforts will be made to adjust to the new situation in the other ways 
that are available—through varying output, selling expense, product 
specifications, production techniques, and the like. In any event, no 
change in price is likely to be made unless the business man is confident 
that the new situation will prevail for some considerable period—prob- 
ably at least one normal planning period. If he assumes that it will last 
long enough, he may make various types of “long-period” adjustments, 
of which the one the economist ordinarily emphasizes is a change of 
scale. 

These considerations suggest that business practice and organization 
in most industrial markets are likely to create some minimum period 
during which “short-period” cost and revenue functions may shift but 
during which price is not likely to change unless the shifts exceed some 
rather substantial “limit of tolerance” and the new situation is antici- 
pated to continue for some time. At best, therefore, price adjustment 
in response to marginal calculations is not likely to occur continuously.” 


"See the modification for “open-market” prices suggested in the preceding footnote. 
“Professor Machlup would meet this problem—partly and perhaps entirely—by ignoring 
the short-period shifts and taking an average of anticipated costs and revenue over some 
unspecified future time. (American Economic Review, Vol. XXXVI [Sept., 1946], p. 539). 
He mentions the possibility of averaging not merely seasonal changes but also cyclical 
fluctuations, This assumes that the business man anticipates these changes (which, of 
course, he can for seasonal variations). But does Professor Machlup really mean what he 
mplies regarding cyclical changes, and that there is a considerable range of industry in 

n the cycle or some longer period is the planning unit? Is he also content to define 
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Even when prices are reconsidered, at the beginning of planning or 
price-quoting periods or when a large change in demand or costs occurs. 
the planning period for which a new price is being considered will be 
treated not as an independent unit but as a part of the indefinite 
future. Particularly in view of the business man’s ignorance as to all 
possible cost and revenue alternatives created by numerous products 
and processes and by uncertainty as to the shape and possible shifting 
of the short-period price-quantity function. the short-period price js 
planned in light of some feasible long-run objective—which is likely 
to be satisfactory profits and a safe financial position. These criteria 
suggest, but do not require, “full cost” pricing. Full cost and satis. 
factory profits may continue to be the objectives even when total costs 
are shaded to meet competition or exceeded to take advantage of a 
sellers’ market. The existence of varying margins between price and 
some version of average cost certainly indicates that business men do 
not always and blindly set price at some magic figure supplied to then 
by their accountants, but I cannot see how Professor Machlup reaches 
his conclusion that, because the business man obviously must pay 
attention to the state of the market, he therefore must set his price 
exclusively on the basis of marginal calculations.” 

Since this argument attaches importance to some version of average 
cost as an empirical guide to price determination, we must note the 


ambiguities from which the concept of average cost suffers. They are 
primarily two. “Average-cost pricing” may mean setting the price at 
average variable cost plus a conventional percentage mark-up, or it 
may mean total unit cost. Both versions seem to be used in practice, 
and the use of either is consistent with the reasons adduced here for 


the minimum duration of the “short period” as the planning period over which such antic- 
pations are averaged ? 

* Professor Machlup has made the obvious answer that paying “attention to the state 
of the market” is nothing more than paying attention to demand elasticities—‘“which t 
the economist is equivalent to marginal revenue calculations.” (American Economic Re- 
view, Vol. XXXVI, p. 546. See also pp. 543-45.) To this reply I can make only tw 
answers. His statement is based on the sort of subjective interpretation of the revenue 
function which explains nothing. Secondly, it ignores the facts of business practice anc 
thinking which center around long-period considerations and the business man’s assump- 
tion that ke should pay attention to average total cost in short-period pricing. Professor 
Machlup states that “the theory advanced by the critics of marginal analysis asserts tha! 
firms set their prices according to average cost regardless of the state of competition ond 
regardless of the market situation.” (Ibid., p. 538, note 24. Italics supplied.) This seems t 
me an extreme statement. Why cannot business men pay attention to the state of the 
market and also emphasize average cost in their pricing decisions because they think 
average cost is a good guide, not to demand elasticity, but to long-run solvency? Reallt) 
usually has a vague grey hue and is not ordinarily all black or all white. Professor Machlup 
proceeds inexorably from profits-maximization to equality of (subjective) marginal co 
and revenue to the conclusion, ergo, that mo business criterion has any validity except * 
it provides a clue to the anticipated behavior of marginal cost or marginal revenue 


_ 
j 
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he use of average costs in setting prices. Both versions suffer from the 
ond ambiguity—that average total costs and, to a less extent, 
,verage variable costs vary with output. The use of some cost figure 
ssumes a particular level of output, which, in turn, unless demand is 
initely elastic, requires the assumption of some price figure.** What, 
then, does average-cost pricing mean? The answer seems to rest in the 
treatment of the element of time. The average level of output assumed 
»r cost calculations is likely to be for a period considerably longer than 
the “short-period” with which the economist deals. It may be longer even 
‘han the firm’s planning or price-quoting period. The firm may take as 
ts guide the average cost of an output different from that which it 
sxpects to sell in the period in question; witness the literature on the 
subject of “normal” and “standard” costs.** In brief, the average cost 
nat is used need not be for that particular (and unknown) level of out- 
t which is consistent with the price that is set. In all probability, 
1and must turn out to be substantially different from that expected 


r previously prevailing, and the new situation must be assumed to 
ing average cost will be taken. 
In the case of the job shop quoting on individual orders, inarginal 
calculations are likely to be more important than in the case just dis- 
issed.” On the demand side, attention must be paid to the possibility 
that the individual order may be lost if the price is set too high. On 
the cost side, the business man can evaluate with some precision the 
liference in cost resulting from taking the order. Even here, emphasis 
o long-run objectives may lead to what seems like an “irrational” 
tendency to give attention to fixed costs in short-period pricing. The 
considerations involved in “job-pricing” more closely approach those 
tailed in advance pricing of continuously produced output the more 
> final product results from the assembly of standardized parts pro- 
iced for stock. 
We have not the space here to consider at length all of the weaknesses 
‘onventional price theory from the point of view of dynamic analysis. 
oted earlier, Professor Machlup maintains that marginal analysis 
‘oncerned with “the effects which certain changes in conditions may 
= upon the actions of the firm.” In a very important sense this is 


H. M. Oliver, Jr., “Average Cost and Long-Run Elasticity of Demand,” Jour. 

Vol. LV (June, 1947), p. 213. 
Nf rth noting that the tendency to allocate fixed costs to particular units of output 
eads (he treatment of average fixed costs as a constant rather than as a decreasing 
nc of output. The amount of fixed cost to charge per unit of product again involves 


‘¢ assumption of a “normal” output, over which the fixed cost is to be spread. Common 
“ae case of multiple products may be similarly treated. 
t Behavior and Price Policy, p. 284. 
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just what conventional (static) thecry has mot done. Static price theory 
concerns itself with adjustment to change only in a highly restricte; 
sense. It considers how, in an otherwise stationary world, the busines; 
man would adjust to a single, isolated change of a particular sort on the 
assumption that no further independent changes would occur. 

The much more important problem is: What effect does continuoy; 
change have on the firm’s behavior? It is doubtful whether recen; 
contributions to the dynamic theory of the firm have yet carried y; 
very far in an understanding of the forces operating upon prices under 
dynamic conditions. Some of the more important limitations of this 
literature have already been noted: the assumption of the detailed 
knowledge necessary to derive (in effect) single-valued functions on the 
basis of which marginal adjustments are made; the failure fully to take 
account of the effect of uncertainty on at least the “subordinate” ob. 
jectives of the business man and perhaps on the primary objectives of 
maximum profits; and the fact that expectations are generally taken 
as given data rather than as something to be explained. 

There is perhaps a growing recognition of the last weakness men- 
tioned, but thus far dynamic theory has not progressed much beyond 
the point of setting up a highly mechanical type of relationship between 
past experience and present expectations as to the future. How various 
types of experience—#.e., various types of change—react upon expec- 
tations (and upon what types of expectations) has been given little 
consideration.*’ Further, not enough attention has been paid to the 
fact that the business man’s certainty that change will occur and his 
uncertainty as to the nature of future changes strongly influence his 
appraisal of the information that is available to him and the way in 
which he reacts to it. 

There are a few other minor points in which I think the theoretical 
treatment of demand, as seen by the seller, could well be made more 
realistic. For one, theory could take greater cognizance of the various 
types of marketing channels that exist. To whom does the theorist 
assume the producer sells—the ultimate consumer (which may be : 
household or industrial user) or to middlemen (not only wholesalers 
and retailers but other producers for further fabrication) ? Presumably 

* Cf. Hart, op. cit., Chap. 5; Hurwicz, op. cit., pp. 121-22. There are suggestive comment: 
in Moses Abramovitz, “Monopolistic Selling in a Changing Economy,” Quart. Jour. Econ, 
Vol. LIT (Feb., 1938), pp. 191-214. Abramovitz also points out, what most economists 
ignore, that the nature of the change and the nature of the expectations as to further chanzt 
may affect the criteria which business men use in determining prices and output. For 
example, “the upswing of a cycle is a period in which the volume of profits is chiefly 
regarded; in the downswing, it is security which business men chiefly seek.” (Jbid., p 
201.) For a recent interesting contribution to the study of expectations, see George Katons, 


“Psychological Analysis of Business Decisions and Expectations,” Am. Econ. Rev., Vol 
XXXVI (March, 1946), pp. 44-62. 
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price theory deals with wholesale prices, since the seller apparently 
engages in fabrication; and, therefore, presumably the demand faced 
by the seller comes primarily from middlemen. What effect does this 
have upon the shape and shifting of the demand curve? For short- 
period price determination I should think this consideration might be 
of some importance. 


V. The Need for Greater Realism 


We have made no attempt to present an exhaustive list of the un- 
realistic assumptions on which conventional price theory rests. Others 
» can easily be added by the reader. These final paragraphs will be used 
' to point up the main theme that runs through the preceding pages. 

Most of my criticisms center around the fact that the tool box of 
formal marginalism is not very useful in a business world characterized 
by as much ignorance and uncertainty as do in fact prevail. These 
» characteristics in turn stem primarily from two conditions: unending 
' and unpredictable change and the existence of more “directions of 
S adjustment” (variables to be manipulated) than the business man 
» can possibly handle in the manner assumed by formal theory. If 
adjustments could be made once for all, or if conditions would 
change only at long intervals, the business man might be able to adjust 
marginally among the alternatives theoretically available. But un- 
| interrupted change makes physically impossible the continuous 
manipulation of all the relevant variables, even if the results of all 
' alternative lines of action could be known with certainty. Uncertainty 
compounds this ignorance and adds the complication of future con- 
tingencies, independent of present action, that must be prepared for.” 
Marginal theory can carry us only a limited distance in explaining the 
; business decisions that are made under these conditions. Refuge in 
subjective interpretations of the cost and revenue functions is cer- 
| tainly no answer. It leaves theory saying that business men do what 
| they do because they do it. 

While this paper is, in a limited sense, “antimarginalist,” it is not in- 
tended to be antitheoretical. It is a plea for new and more useful 
analytical tools than those which empirical workers now have at their 
disposal. Substantial advance in the study of industrial prices has been 
made in the last fifteen years, and the beginnings of this advance 
owed much to the theoretical tool box and the analytical insights 
provided by the Chamberlin-Robinson reformulation of neo-classical 
price theory. But for some years now, empirical research has had little 
help and perhaps some hindrance from theory. As Professor Machlup 


‘Cf. Hart, op. cit., pp. 80-82. 
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has shaped the tools, the empirical worker will continue to get little 
help, although he will have the satisfaction of gazing at a tool box 
fashioned with impeccable logic. While some of Professor Lester’s 
criticisms have not been well taken—in the sense that conventional 
theory is or can be made consistent with many of his empirical finding; 
—his complaints have served the useful purpose of pointing up the 
fact that the theory of the firm needs to reshape its tools to fit more 
closely than heretofore the facts of commodity and labor markets, 
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TOWARD A SHORT-RUN THEORY OF WAGES 


By Lioyp G. REYNOLDs* 


Anyone who tries to understand the wage movements of recent years 
and to analyze their consequences runs immediately into the lack of an 
adequate theory of wages. By “theory” I mean a generalized statement, 
bearing some resemblance to reality, of how money wage rates are de- 
prices, output and employment. Let anyone who doubts the lack of 
such a theory try to explain these matters to himself and see, first, 
whether he can do so to his own satisfaction, and second, whether his 
explanation would be generally accepted by his fellow economists. 

Most discussions of wages during the past ten or fifteen years has 
been concerned with the effect of general changes in money wage rates 


matter, however, must make some assumptions about the reaction- 
mechanism of individual business firms, particularly their reactions to 
wage change. Not only have we little empirical evidence on this sub- 
ject, but we have not even a theoretical apparatus which would enable 
us to predict reactions to wage change with some degree of confidence. 

It will be objected at once that the theory of the firm does provide 
i basis for such predictions. Given the supply conditions of labor and 
the other factors, the conditions of demand for the product, and the 
production function, output and employment for the firm are uniquely 
letermined. The equilibrium adjustment may be demonstrated geo- 
metrically either by a labor supply-labor demand diagram or a marginal 
cost-marginal revenue diagram, these two simply presenting the same 
lata in different form. Now to a new wage rate there corresponds a 
new level of employment, and it may be inferred that the firm will 
move toward the new equilibrium position. Thus while the theory really 
nly determines equilibrium positions—and this under quite strict 
assumptions—it is usually thought also to indicate the direction of 
movement which will be set up by a given change in the data. 

Critics of this set of proposition often handicap themselves needlessly 
oy starting with a misunderstanding of the theory, or by trying to 


} attack it on fronts where it is not vulnerable. Let us be quite clear, 


therefore, about the line of attack to be adopted here. I have no inten- 


he author is professor of economics and associate director of the Labor and Man- 
nter at Yale University. 
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tion of impugning the logical correctness of the static theory of the 
firm; it would be unreasonable to think that a set of tautologies op 
which so many able minds have worked for decades past could contain 
serious logical errors. Nor do I question the usefulness of this theory in 
explaining the implications of “economic” behavior and (what amounts 
to the same thing) in defining ideal ailocation of productive resources, 
I would go even farther to assert that the static theory of the firm and 
industry, in addition to its normative value, has a good deal of descrip. 
tive value with respect to adjustments over quite long periods of time. 
e.g., the consequences, over a period of decades, of a more rapid rate 
of increase in capital supplies than in labor supplies. 

For the purposes of cycle analysis, however, we are usually interested 
in much shorter periods of time. We need to explain how the firm will 
react to a wage change within six to twelve months, not what the effect 
would be after ten years under ceteris paribus conditions. Existing 
theory would lead one to believe that the short-run effect of a wage in. 
crease on employment in the firm will be zero or negative. This may well 
be correct, but is not very helpful. It makes a great deal of difference 
whether (or within what limits) the effect actually is zero, or whether it 
is mildly negative, or very markedly negative. I propose to argue 
simply that the present theory of the firm is incapable of giving us 
any basis for choice among these alternatives, and that it is therefore 
not very useful for short-period problems. 

This proposition, which—for good reasons or bad—would probably 
be agreed to by many economists, is not very interesting in itself. The 
interesting question is why the present theory of the firm gives an 
inadequate explanation of short-run business behavior. If we could get 
agreement on this, we would be on the way toward re-building the 
theory along more useful lines. I propose to argue that the theory is 
defective in three main respects: first, the ambiguity of the concepts 
“wage rate” and “quantity of labor”; second, the incorrectness of the 
usual assumptions about the shapes of the marginal cost and marginal 
revenue functions and their independence of each other; third, the 
static or equilibrium character of the theory. 

Succeeding sections of the paper will discuss these three problem 
in the order named. Any one of them would be rather harmful to the 
theory, and their cumulative effect is quite destructive. I do not intend 
to suggest here what should be done toward bettering the theory of the 
firm in each of these respects. While a few positive proposals will be 
made at the end, the paper is intended primarily as a ground-clearing 
operation. If we can agree on just where our present knowledge 15 
defective, the way will be opened to fresh theoretical analysis and 
more useful empirical study. 
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I 


It is customary to draw curves of labor supply and labor demand 
(marginal net revenue product) on a diagram, the vertical axis of 
which is measured in some money unit and the horizonal axis in “effi- 
ciency units” of labor. The logic of this procedure deserves brief con- 
sideration. The procedure is formally permissible in that “wages” and 
“quantity of labor” can be defined so as to yield determinate supply 
and demand functions. But there is serious question whether defini- 
tions which make the functions determinate do not at the same time 
make them so unstable that they are of little use. If the things taken 
as “given” are in fact highly changeable, if the functions abstract from 
most of the significant features of reality, the instantaneous equilibrium 
which they indicate may have little explanatory value.’ 

The simplest sort of wage system, which seems to be assumed 
implicitly by virtually all wage theorists, involves wage payments on 
the basis of hours worked or some other time unit. In this case the 
wage axis may be regarded as graduated in cents per hour. The “effi- 
ciency” units on the quantity axis are perhaps best regarded as man- 
hours of labor of “standard efficiency,’”* though this is by no means 
the only possible procedure. The supply curve then indicates the 
marginal cost to the employer of additional man-hours of standard 
efficiency, while the demand curve indicates the marginal net revenue 
product of these additional hours. 

The chief difficulty with the vertical axis is that the hourly wage rate 
does not indicate either the full cost of labor to the employer or the 
income measure in which the worker is mainly interested.’ Discussions 
with workers indicate that by “wages” they usually mean their weekly 
take-home pay. This may change considerably without any change in 
hourly rates because of changes in the work week, changes in various 


‘I waive here the broader question whether the concept of a supply curve of labor to 
the firm is useful in any event. The usefulness of this concept may be challenged on at 
least two grounds; first, that workers’ decisions about accepting or retaining employment 
are only to a small extent a function of employer’s wage offers; second, that under collec- 
tive bargaining one has no need of the supply-curve notion in explaining the determina- 
tion of wages. If one does consider the concept useful, then the difficulties of definition 
presented here must be squarely faced. 


*It should be noted that “standard efficiency” can be defined, and individual efficiencies 
can be measured in standard units, only with respect to a specified work situation. This 
presents no problem for analysis of a single plant, since the kinds of work to be done 
are specified. It does raise a sericus question whether it is proper to speak of the number 


of “efficiency units” in the entire national labor force or any large segment of it. 


"We overlook additional complications arising from occupational specialization and the 
existence of many wage rates in the plant rather than a single rate, e.g., the fact that 


anges in the composition of the work force may alter average hourly earnings con- 
siderably with no change in hourly wage rates. 
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types of premium and “fringe” payment, changes in deductions fo, 
taxes and other purposes, and so on. In the same way, the total cos 
of an hour’s work to the employer may vary independently of hourly 
wage rates. 

The fact that “wages” means one thing to the worker and another 
to the employer does not prevent one from drawing a supply curve of la- 
bor. At any instant of time, a certain level of hourly rates will corre. 
spond to a unique level of labor costs on the one hand and weekly 
take-home pay on the other. One can therefore shift to either the 
“workers’ supply curve” or the “employer’s supply curve” simply by 
converting the vertical scale to new units. It must be recognized, how- 
ever, that this makes the supply curve of labor not only rather ambigu- 
ous but also highly unstable. For the workers’ supply curve may shift 
independently of the employer’s supply curve, and either may shift in- 
dependently of a curve constructed in terms of hourly wage rates. 

Turning to the quantity axis it must be noted that the device of 
“efficiency units,” while it takes account of differences in the output 
rates of different workers, necessarily takes the output rate of each 
worker as given. Now individual output depends not only on physical 
ability, training and experience, and the nature of tools, materials, 
and plant layout, but also to an important extent on willingness to 
exert effort. For various socio-psychological reasons, willingness to 
work is quite variable both among individuals and as regards the same 
individual under different conditions. Changes in motivation can pro- 
duce substantial output changes with little or no change in materials 
and equipment. To take willingness as given is to abstract from the 
most important practical problem of factory administration. 

A change in individual output rates, whether due to a change in 
willingness to work or to some other cause, may be regarded either as 
changing the number of “efficiency units” of labor employed or 4s 
changing the definition of an “efficiency unit”—-so that, for example, 4 
man-hour of standard efficiency now equals 125 units of physical out- 
put instead of 100 units. The former procedure would result in a shift 
in the labor supply curve. The latter, which seems more in accord with 
our original definition of an efficiency unit and which will be adopted 
here, results in a shift in the demand curve. After an increase in indi- 
vidual output rates, for example, the labor demand curve will start from 
a higher level but will decline more rapidly than before. Thus we have 
an additional and quite important reason for instability in the supply- 
demand equilibrium. 

The situation is even more complicated under an incentive wage 
system which, by relating individual earnings directly to output, at: 
tempts to induce each worker to produce at or near his top capacity 
Relatively little is known about the actual response of workers to it- 


Ct 

+} 

+ 

-F 

ly 
na 
n0 

= 

a 

cel 

he 
WO 

ne: 
| 

unt 
tha 
put 
cha 

mi 

aes 
rate 

the 
tion 

and 

and 

a 44 

pears 
engin 

Dave 


for 
cost 
urly 


ther 
la- 
rre- 
ekly 

the 
by 
igu- 
shift 
t in- 


e of 
tput 
pach 
sical 
‘als, 
to 
S to 
ame 
pro- 
rials 
the 


iD 
as 
r as 
le, a 
out- 
shift 
with 
ypted 
indi- 
from 
have 
pply- 


wage 
t, al- 
acity 
to in- 


REYNOLDS: TOWARD A SHORT-RUN THEORY OF WAGES 293 


centive wage systems. There are indications that the work pace of a 
croup of incentive workers at a given time is influenced mainly by such 


| things as the liberality of the technical rules applied by the time- 


study engineers, their knowledge of job methods and their skill in esti- 
mating feasible work speeds, the workers’ skill in “beating time-study,” 
the workers’ estimate of the amount which they can safely earn with- 


) out bringing on a rate cut, the frequency distribution of workers in the 
' group by intrinsic work-speed, and the extent of group solidarity and 


conformity to a uniform output level. But the way in which these fac- 
tors interact to determine the output rate at a particular time is not 


| known with any precision. 


Labor supply and demand diagrams, ambiguous enough under time 


, payment, become still more so under an incentive wage system. The 


money units on the vertical axis must now be interpreted as meaning, 
not the minimum hourly guarantee or “base rate” on a job but actual 
hourly earnings on the job, which will normally exceed the base rate by 
a large though fluctuating amount. A worker contemplating employ- 


' ment in a plant, however, usually cannot know what a particular in- 


centive job is yielding even to those employed on it, let alone how much 


| he would be able to make on the job, or how hard he would have to 


work to make it. How, then, can this unknown yield affect his willing- 
ness to take the job, as is implied in the construction of a supply curve? 

One would also expect willingness to work to be even more variable 
under incentives than under time payment. A belief among the workers 


_ that management will not venture to cut piece rates may increase out- 
| put considerably, while the opposite conviction may reduce it. A general 


change in the plant wage scale, or a marked change in the general level 


‘of employment, are likely to affect worker effort, though the effect 


might be in either direction. Since under incentives the worker within 
limits determines his own weekly income, anything which alters his 
desire for income may change his output level. 

It was noted that under time payment a change in individual output 


p tates will shift the demand curve for labor. Under incentive payment, 


the supply curve will be shifted as well. Moreover, the position and 
slope of the new supply curve will depend on the output-earnings rela- 
tion embodied in the incentive system—whether earnings per unit of 
output are an increasing, constant, or decreasing function of output,‘ 


§ and just what sort of function. 


‘All incentive wage formulas can be grouped into these three general classes. The ap- 


» pearance of diversity among incentive systems is due largely to the fact that industrial 


engineers, competing for the work of installing incentive plans in manufacturing plants, 
have differentiated their product by making slight alterations in some previous plan and 
attaching their own name to it. Confusion arises also from the fact that the results of 
some plans are expressed in time units and others in dollar units; this is not a substantive 
difference, since the two types of unit are reciprocals of each other. 
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The familiar reasons for shifts in the firm’s labor supply and demand 
curves—changes in consumer preference, in the selling prices of riya] 
firms, in the prices of other factors and in production techniques op 
the demand side, and changes in the wage rates and employment leve; 
of firms in the same labor market on the supply side—have been taken 
for granted here. We have sought to establish that, in addition to thes 
reasons, there are numerous other important reasons arising from the 
way in which workers behave and the way in which actual systems o 
wage payment operate. While it is technically quite possible to abstrac 
from all these things, one wonders whether such heroic simplification 
of reality can serve any useful descriptive purpose. 

While the argument of this section has been directed specifically a 
labor supply - labor demand diagrams, this was purely a matter oj 
expository convenience. The argument applies equally to analyse 
couched in terms of marginal revenues and marginal cost; for anything 
which makes the labor supply and the physical productivity curves up- 
stable obviously unstabilizes the marginal cost curve as well. The 
marginal cost - marginal revenue apparatus presents additional difficul- 
ties, however, and to a consideration of these we now turn. 


II 


Existing production and cost theory has been developed almost et- 
tirely under “long-run” assumptions involving complete flexibility in 
the form of capital equipment. This is true, for example, of Mrs. Rob- 
inson’s productivity curves, all of which are long-run constructions with 
the factors completely variable in form.° The question of how far this 
analysis is applicable to situations involving a high degree of fixity 
in capital equipment has seldom been squarely faced.* Most textbook 
discussions seem to imply that one need only redefine the cost curves a 
relating to a short period of time and that they will then have the same 
general shape as the corresponding long-run curves. 

Particular interest attaches to the short-run marginal cost curve, 
since this curve is alleged to have a direct effect on output and employ: 
ment decisions. The question is whether, within the range of norm 
variations in the firm’s output (i.e., excluding wars and periods 0 
“more than full employment” immediately following wars), the mat- 
ginal cost curve has the saucer shape usually attributed to it; « 


*See Joan Robinson, The Economics of Imperfect Competition (London, Macmillan 
1934), Books VII-IX. 

*A notable exception is the article by George J. Stigler, “Production and Distributo 
in the Short-Run,” Jour. Pol. Econ., Vol. XLVII (June, 1939), pp. 308-27. Reprinted» 
Readings in the Theory of Income Distribution (Philadelphia, Blakiston, 1946), pp. 119-42. 
See also R. F. Mikesell, “Oligopoly and the Short-Run Demand for Labor,” Quart. Jow. 
Econ., Vol. LV (1940-41), pp. 161-66. 
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mand [Ee whether it remains substantially horizontal over practically relevant 
rival Ie ranges of output. The limited statistical evidence which exists points 
es on [ee in the latter direction,’ as does the testimony offered by business men.* 
levels Instead of relying on this sort of evidence, however, I propose to argue 
taken that a strong @ priori case can be made for regarding constant marginal 
these Hw cost as likely to be the commonest situation in practice, and therefore 
n the fee the best starting point for theoretical argument. 
ms of Marginal cost will rise if, as larger amounts of the variable factors 
stract [ee are applied to the fixed equipment, either the supply price of one or 
-ation more factors rises or the ratio of inputs to output increases. While 
some firms doubtless buy raw materials and other supplies under 
lly at {iP monopsonistic conditions, one would expect constant supply price to 
‘er of be much the commonest situation. There is good reason to think also 
alyses [ee that most plants at most times have a horizontal labor supply curve. 
thing This is due to the normal existence of a certain amount of involuntary 
eS UD unemployment and to the fact that, under present layoff and rehiring 
. The practices, the best of the unemployed are more efficient than the worst 
fficul- fe of the employed. I have developed this thesis at some length elsewhere® 
and the argument need not be repeated here. As far as factor prices 
are concerned, then, it seems reasonable to expect constant marginal 
cost as the typical situation. 
st et: i What about the physical input-output relations? I suggest as a 
ity in HP hypothesis—tthere is virtually no evidence on the matter—that output 


. Rob- is usually a homogeneous linear function of variable inputs over the 
s with HP normal output range. This amounts to saying that the marginal physical 
ar this Hproductivity of labor (and of each other variable factor) is constant 
fixity #pup to the single-shift capacity of the plant. 
ctbook If this hypothesis is correct, one is faced with a problem of explaining 
‘ves 8 He why the input-output relations should take this form. The heart of the 
> Same "See in particular the studies of Joel Dean, Theodore Yntema, and Mordecai Ezekiel. 
An appraisal and partial listing of such studies will be found in Hans Staehle, “The 
curve. Measurement of Statistical Cost Functions: An Appraisal of Some Recent Contributions,” 
ploy: Rev., Vol. XXXII (June, 1942), pp. 321-33. 
ormal *See on this point Richard Lester, “Shortcomings of Marginal Analysis for Wage- 
nore / Employment Problems,” Am. Econ. Rev., Vol. XXXVI (March, 1946), pp. 63-82. Most 
ods 0 of the business men questioned by Lester, in fact, indicated that their average variable 
e mat: fe osts (and therefore their marginal costs) fell right up to the point which they regarded 
it: of as their maximum plant capacity. While some criticisms may be made of the concepts and 
’ methods used in this study, I see no reason to think that a more careful study would yield 
ie radically different results. The alleged tendency for marginal costs to fall rather than 
acmillat m perey to remain constant with increasing output is perhaps due to the fact that the report- 
. g business men included in their estimates certain groups of “semi-variable costs,” of 
tribution wt which the accounting category “indirect labor” is a good example. If they had been re- 
rinted 2 uired to include only direct labor, raw materials, and other strictly variable expenses, 
», 119-42 they would probably have come out with something much closer to constant marginal costs. 
wrt, Jow 


The Supply of Labor to the Firm,” Quart. Jour. Econ., Vol. LX (May 1946), pp. 


ne 
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explanation, I believe, lies in the short-run unadaptability of mechani. 
cal equipment to variations in the size of the labor force. While com. 
plete unadaptability is perhaps rare, there can be little doubt that most 
manufacturing operations lie much closer to this pole than to that of 
perfect adaptability. The single-operator machine is ubiquitous througb- 
out industry. And even where several men operate one machine or 
where one man operates a considerable number of machines, the worker. 
machine ratio is likely to be narrowly limited at a particular time by 
technical considerations, shop custom, and union rules. The blast 
furnace or rolling-mill with its crew, the paper machine with its fixed 
complement of machine tenders, the textile weaver with his set machine 
assignment—examples could be multiplied indefinitely. 

Manufacturing plants do differ a good deal, however, in the divisi- 
bility of their processes, i.e., the extent to which part of the plant can 
be operated without the remainder. At one extreme would lie a plant 
doing a single processing operation performed on identical machines, 
each attended by a single worker.*® At the other extreme, one might 
visualize a plant consisting exclusively of an assembly line or a series 
of consecutive assembly lines. Most actual plants lie between these 
poles—for example, a cotton weaving room with each weaver tending 
a considerable number of looms; or a plant with a number of assembly 
lines performing parallel operations and capable of operating independ- 
ently of each other. 

With a completely unadaptable plant, which we shall henceforth 
assume to be the best single approximation to reality, perfect divisi- 
bility would result in constant average and marginal productivity up to 
the point where all equipment is in use, and zero marginal productivity 
thereafter. In the case of an entirely indivisible plant, the productivity 
curves reduce to a single point representing average productivity at 
capacity operation; the concept of short-run marginal productivity 
loses significance. A partially divisible plant would show a saw-toothed 
curve. In practice, the important points on this curve would be the 
successive minima, which would lie in a horizontal plane. It seems 
quite unlikely that a plant would operate for any length of time at some 
higher point on one of the “teeth”; operations would be carried on at 
one of the minimum points, and deviations between output and sales 
would be taken care of by inventory adjustments. 


“It may be said that perfect divisibility would not exist even here because of the 
existence of trucking, maintenance, repair and other subsidiary operations. This pose 
two alternatives: if the wages of these subsidiary workers are considered a variable cost, 
the plant is not perfectly divisible. If, on the other hand, these workers are treated as a 
overhead item, the production operations could be regarded as completely divisible. The 
problems involved in dividing plant payroll into fixed and variable expense are interesting 
and important, but it would take us too far afield to discuss them at this point. 


the po: 
problen 
Thi 
three ¢z 
mainly 
utput 


gir 
tne 
hi 
un 
mo 
ing 
gta 
hig 
alo! 
T 
rat 
is a 
of i 
ope 
full 
l 
Is a 
dete 
nope 
tice. 
diffe 
kink 
Ing | 
ment 
sequi 
This 
firm’ 
into 
very 
Unce 
estim 
hot d 
It 
cost 
| 


REYNOLDS: TOWARD A SHORT-RUN THEORY OF WAGES 297 


The assertion that marginal physical productivity curves and mar- 
ginal cost curves are typically horizontal appears to run counter to 
the common-sense impression that higher costs are encountered at very 
high rates of output. The explanation is to be found in the fact that 
unusually high rates of output are achieved, not by somehow shoving 
more materials through the plant during a 40-hour week, but by work- 
ing overtime or by adding a second or third shift. This involves, not a 
gradual rise in marginal costs, but a discontinuous shift to a markedly 
higher level, at which level the marginal cost curve once more runs 
along horizontally. 

The consequences of horizontal marginal cost curves are clearly 
rather interesting. Under pure competition, the marginal revenue curve 
is also horizontal. With both curves horizontal, there can be no point 
of intersection to determine the level of employment. If the plant is 
operated at all, there is no equilibrium position short of operation at 
full single-shift capacity. 

Under monopolistic competition it would appear that the situation 
is altered by the falling marginal revenue curve, which provides a 
determinate equilibrium point. It must be noted, however, that mo- 
nopolistic competition with many sellers is not very common in prac- 
tice. The commonest market situation is one of oligopoly with product 
| differentiation, in which case the demand curve must be regarded as 
kinked (and the marginal revenue curve as discontinuous) at the exist- 
ing price. In this case one cannot really say that output and employ- 
ment are determined by the intersection of the (horizontal) marginal 
| cost curve and the (discontinuous) marginal revenue curve. The causal 
sequence starts rather with the determination of a price for the product. 
This decision is probably heavily influenced by consideration of the 
firm’s long-range market strategy vis-a-vis competing firms, and takes 
into account cost changes common to the industry as a whole, but is 
very little influenced by cost changes peculiar to the firm in question. 
Once the price has been set, output is determined solely by the firm’s 
estimate of how much can be sold at this price.** Cost considerations are 
not directly involved in the output decision. 

It follows that there is no reason why a wage increase (or any other 
cost increase) confined to the firm in question’ should have any effect 


‘Under the static assumptions employed throughout this section. Under dynamic condi- 

ns, involving expected movements of demand, product prices, and factor prices, plus 
the possibility of variation in inventories, the situation is much more complicated. The 
problem of analyzing this sort of situation is discussed in the next section. 


“This proviso is of course the heart of the matter. One should probably distinguish 
laree categories of wage increases: (1) Increases confined to a single firm. These will affect 
mainly the net revenue and perhaps the productive efficiency of the firm rather than its 

It or prices. (2) Increases common to a group of firms which compete in the sale 
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on output, unless a level of costs is reached which forces the firm ty 
suspend operations entirely. The impracticability of adjusting to cog 
increases by small reductions of output would be considered obvioys 
by business men, and it is curious that the conclusion should have beep 
so long resisted by economists. This is not to say, of course, that a wage 
increase will have no effects at all. If the firm’s net revenue is reduced. 
there are likely to be effects on its investment expenditures, dividend 
payments, cash balances, and so on. All that is claimed here is that 
there is no direct effect on output such as one would infer from the 
existing theory of the firm. 

But if wages and employment are not related via output decisions, 
surely they are related via the production function. Will not a wage 
increase lead to substitution of capital for labor and a consequent 
reduction of employment?** This would occur under two conditions; 
first, the firm must already be achieving the best combination and use 
of the factors in the light of existing factor prices; second, there must 
exist a continuous range of possible labor-capital combinations—the 
isoquants must run continuously downward to the right—-so that at any 
time there are methods which it is not quite profitable to use but which 
would be pushed over the margin by a slight increase in wages. 

There is no reason to think that the first of these conditions is 
generally fulfilled in practice. In a business enterprise of any size, 
efficiency is a matter of organization rather than of correct ratiocina- 
tion by a single “entrepreneur.” Costs are administrative decisions, not 
facts of nature. And since executives usually administer about as well 
as they have to, the level of costs is by no means independent of the 
level of demand. Any shelter from the full rigor of competition, or any 
prolonged period of rising business activity, is likely to breed admin- 
istrative laxity. If revenues are high, inflated departmental budgets 
prepared by subordinates may be accepted with relatively little ques- 
tion. There may be little interest in maximum profits so long as actual 
profits are up to conventional standards.” 

A reduction of profit margins below the conventional level, regardless 
of whether this results from a cost increase or a decline in demané, 


of their products. Such increases will usually have price and output effects in addition to 
the effects noted in category (1). (3) Increases common to all firms in the economy - 
increases affect revenues as well as costs, and require a general equilibrium rather than 
partial equilibrium type of analysis. 

“This carries us away from “short-run” analysis in the strict Marshallian sense, bu! 
not away from short-period problems; for it is conceivable that labor-capital substitution, 
especially if achieved by method changes with existing equipment, might assume subs tantial 
proportions even within a year’s time. 

“Tt is interesting that business men, in judging the adequacy of profits, almost inv ariably 
talk in terms of profits as a percentage of sales rather than in terms of return on “capital, 
however defined. The latter basis seems to be regarded as definitely misleading. 
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is likely to bring pressure from top management for better performance. 
This produces a good deal of scurrying about at lower levels of the 
organization in an effort to eliminate inefficiencies which were known 
but tolerated in former times. Materials are re-routed here, operations 
are eliminated there, the men in a certain department are more tightly 
supervised, scrap wastages are reduced, and performance is tightened 
up in a hundred unspectacular ways. The outcome may be, and in a 
period of steady or rising demand probably will be, that output is 
increased with no change in the labor force. If increased output is 
considered undesirable, the outcome must be a reduction of inputs. 
But there is no reason to think that the reduction will fall more heavily 
on labor than on materials and equipment. The order which goes down 
from top management is not to save labor but to save money, and this 
will be done by whatever methods come first to hand.*® 

Concerning the second point, the technical possibilities of substi- 
tuting capital for labor at a particular time and the bases on which 
decisions to introduce new equipment are actually made, there is very 
little evidence indeed.** Limited observation suggests that many equip- 


ment items are introduced in order to produce a new product, or an 
improved quality of an existing product, which has become necessary 
for competitive reasons. Where it is a question of continuing to produce 
the same product, the new machines are usually several times as pro- 


ductive as those they replace, so that the decision to adopt them would 
scarcely be influenced by moderate changes in factor prices. Machines 
which it barely pays to adopt seem to be rather rare.** Management 
people do sometimes speak of “marginal” additions to equipment. But 
they seem to mean that these items are marginal, not with respect 
to factor prices, but with respect to the risks of obsolescence. The prob- 
ability of obsolescence of the machine or its product appears to be 
the most important single factor influencing decisions about machine 


Under static conditions it might be presumed that this process would in time reach 
1 limit. As a result of repeated “shocks,” all sources of inefficiency would have been dis- 
covered and removed, and the firm could thenceforward be assumed to operate on its 
roduction function. Under dynamic conditions, however, new deviations from ideal effi- 
ency may develop as rapidly as old ones are eliminated. 
“The most substantial discussion I have seen is to be found in Ruth P. Mack, The 
of Business Funds and Consumer Purchasing Power (New York, Columbia Uni- 
y Press, 1941). 
ie liscussions of mechanization with some twenty-five factory managers in New 
ra ven during the past year, the writer discovered that most of the important equipment 
janges made in the recent past had been made (a) in connection with new or improved 
products, or (b) because of a marked difference in productivity. Many machines were 
served which were four or five times as productive as those they replaced, very few 
y ti were only 25 or 50 per cent more productive. These managers were also asked 
whether, after the marked wage increase in the spring of 1946, they had introduced any 
tew equipment not already decided on. The answers were almost entirely in the negative. 
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purchases—so important that it dwarfs the influence of factor prices." 

It is worth noting, that even if a wage increase did make it appea; 
profitable to buy equipment which would not otherwise have bee, 
purchased, there would be a considerable time-lag involved. Mog 
large companies budget their capital expenditures for at least a yea 
ahead, and very large expenditures are usually planned even farther 
in advance. A wage change in March, 1947, would not begin to affe: 
capital expenditures until sometime during 1948. Such a lag, whik 
it might be overlooked for long-run discussions of resource allocation, 
would certainly be significant for short-run fluctuations in employment 

Through the mention of time-lags and obsolescence an element oj 
dynamics has entered the discussion. In general, however, this section 
has endeavored to remain within the boundaries of static analysis. We 
have inquired whether the usual cost-and-revenue apparatus, which 
seems to yield clear-cut results with respect to “long-run” problems, 
can be adapted to the behavior of business firms over short periods, 
Do the functions look the same? Are they adequate to determine the 
level of output and employment? 

The answer appears to be in the negative. The cost and revenu 
curves do not determine the output of the firm as they are supposed 
to do. In what is probably the commonest market situation—oligopoly 
with product differentiation—the level of output is derived from ; 
prior price decision, the basis for which is left extremely obscure by 
existing price theory. Worse still, a given level of output is not asso- 
ciated with a unique level of costs and profits. With no change is 
factor prices, changes in managerial effort may increase or decreas 
unit costs very considerably.*® The cost curve cannot be regarded as 
independent of the demand curve, for a decline in demand will usually 
bring pressure on management to lower costs while rising demand wil 
be conducive to cost increases. With respect to labor-capital substitu: 
tion over short periods, the best evidence is that the possibilities 0! 
substitution are highly discontinuous. The notion of 2 continuous su) 
stitution curve is an illegitimate carry-over from long-run reasoning 


*® Depending on the estimated risk of obsolescence and on the degree of caution exerci J 
by the management, a particular machine may be required to return its cost (to “pay out 
over a period of anywhere from 6 months to 10 years. The estimate of the actual pay-0l 
period is influenced not only by the technical qualities of the machine but also the discout! 
which the management applies to the engineers’ estimates of savings. Some managemet’s 
regularly discount their engineers’ figures by as much as SO per cent in order to allow ft 
engineering optimism concerning full utilization and continuous operation of the machite 
These things influence the decision much more than whether wage rates are 10 ceil 
higher or lower. 

” To avoid this difficulty by saying, “We assume that the level of managerial efficien 
is also given and constant” is formally correct but not at all helpful in understandixt 
reality. 
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which the form of capital is taken as completely variable. 

The consequences of all this for wage theory are fairly obvious. Long- 
run analysis provides cogent reasons for expecting a change in a firm’s 
wage level to produce a change of opposite sign in its employment, 
both because of output effects and substitution effects. We have now 
seen that this analysis has little application to the reactions of the firm 


© over short periods. The most reasonable conclusion seems to be that a 


wage change limited to the firm in question will usually have a negligi- 
ble effect on its output and employment over periods of the length in 
question here.” 

Even if the cost and revenue functions had convenient shapes, were 
independent of each other, and yielded a determinate equilibrium, there 
would still be serious question about the practical significance of this 
result. Indeed, the main reason for the cleavage between the theory of 
the firm and actual business behavior lies in the emphasis of the theory 
on equilibrium adjustments to known data which are either constant 
or changing gradually along smooth trend lines. Despite recent work on 
uncertainty and expectations, the theory of the firm as presently ex- 
pounded to undergraduates, and even in most of the advanced theoreti- 
cal writing, is a strictly timeless affair. The hypothetical firm lives in a 
world from which all the really difficult problems have been eliminated. 
The actual firm, however, lives in a world of uncertainty and of large 
and sudden shifts in the data. It is not at all surprising that business 
men, when questioned about the determinants of their output level, 
hould emphasize demand forecasts as the major factor and should 
ninimize cost-price relationships.** This is precisely what one would 
expect. And while it in no way impugns the logic of timeless theory, 


Bit does raise serious questions about its descriptive value. 


The cost and revenue curves, as usually defined and explained, do 
10 more than indicate the equilibrium position which would be ap- 
propriate to the data existing at a moment of time. Theorists from 
farshall on have contended, however, that this equilibrium position is 


tm which is not producing at the equilibrium rate will move toward 
hat rate; if one of the data changes, indicating a new equilibrium, 
the firm will move toward the new position continuously and at a rate 
hich is significant even within short periods. Moreover, this movement 
an be regarded as continuing in some sense, even though subsequent 
hanges in other data continually change the equilibrium position. 

vays with the qualification that wages above a certain level will cause the plant 

down entirely. 

R. A. Lester, American Economic Review, March, 1946, pp. 63-82. 


ignificant also as defining a direction of movement for the firm. A 
| 
| 
4 
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One must respect the acumen of the theorists and resist the tempts. 
tion to caricature their argument. It is not reasonable to insist that bys. 
ness men must have perfect knowledge of all relevant data, or that they 
be able to give an explicit account of their actions. Nor is it necessary 
that equilibrium should ever be reached or even approached. A tend. 
ency toward equilibrium, a direction of movement, is sufficient. This 
tendency must, however, really exist; it must be of considerable strength 
even over short periods; and it must not in practice be obliterated by 
countervailing changes of data. 

The presence or absence of such a tendency can obviously never be 
demonstrated by inductive studies, and we are thrown back once more 
on @ priori reasoning. Is it plausible to expect that a firm will approach 
equilibrium by a continuous ftétonnement, so that knowledge of the 
equilibrium position enables us to predict its direction of movement 
over a period of time? 

The situation most favorable to this view would be one in which we 
assume that equilibrium has somehow been established before the play 
opens. There now occurs a change of data, let us say an increase in 
demand, and a new equilibrium position is indicated. Will the firm move 
toward the new position? A flat affirmative answer requires a number of 
assumptions. First, the change must be known to the firm with reason- 
able certainty and as soon as it has occurred.** Second—for a really 
timeless theory—the new situation must be expected to continue indef- 
nitely in the future. Third, one must assume instantaneous adjustment 
to the new position not only on the part of the firm but on the part of 
suppliers, distributors, and consumers. 

Numerous writers have shown” that, after a shift in a market supply 
or demand curve, the market will move directly to the new equilibrium 
position only on the assumption of instantaneous adjustment. As soon 
as this assumption is dropped, the answer depends on a large number 


* To say that cost and revenue curves are purely subjective and that there need be no 
correspondence between subjective estimates and objective reality seems to me to give 
away a large part of the alleged determinancy of economic theory. Certainly any market 
supply-demand analysis involving large numbers of firms would be considerably weakened 


by this procedure. In order to achieve a determinate result one would have to add to the § 


usual economic analysis some theory of the deviations of individual firm estimates from 
the actual situation—for example, that these “errors of estimate” are randomly di 
tributed and have a mean value of zero. This may be quite a useful thing to do; but o 
must realize that to argue that all the data of the firm’s operations are subjective—whit! 
means that profits are maximized by definition—merely re-states problems without solving 
them, 

* See in particular Moses Abramovitz, Price Theory for a Changing Economy (New 
York, Columbia University Press, 1939), Chap. 2; E. Lundberg, Studies in the Theory ' 
Economic Expansion (Stockholm, 1937), Chap. 1; M. Ezekiel, “The Cobweb Theorem, 
Quart. Jour. Econ., Vol. LII, 1937-38, pp. 255-80 (Reprinted i in Readings in Business Cycle 
Theory). 
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of factors—whether initial reactions are in terms of prices or quantities, 
whether the reactions of consumers are faster or slower than those of 
distributors and producers, whether inventories exist, what inventory 
policies are followed, and so on. Depending on the combination of 
circumstances, One may get a mcvement toward equilibrium by one 
path or another, a movement away from equilibrium, or an oscillation 
around the new equilibrium position with no tendency to approach 
it. This line of argument would appear to apply equally well to move- 
ments of the individual firm from one equilibrium position to another. 
Either instantaneous adjustment all round must be assumed or, if 
time is allowed to enter, one must select a pattern of adjustment which 
leads toward equilibrium rather than away from it. 

Moreover, aS soon as one admits that adjustment may take time, 
new problems arise. It must be assumed that the adjustment period is 
the same for all aspects of the firm’s operations, i.e., that the new 
decisions on output, prices, production methods, etc., are all made at 
the same time and are consistent with each other. It must also be as- 
sumed that while this is going on no new changes of data occur. If the 
intervals between changes in data are shorter than the adjustment 
periods of business men, the equilibrium apparatus would seem to break 
down as a vehicle of prediction. 

In sum, then, successful deduction of the effects of changes in wage 
rates or any other variable by the method of comparative statics seems 
to require a combination of circumstances very unlikely to occur in 
practice. This has been increasingly recognized during the past ten 
years or so, and various efforts have been made to develop a more 
dynamic method of analysis. But here some caution is required. To 
say that one is going to write “dynamic” theory or take account of 
‘time’ does not mean anything in itself. The essential question is 
always what kind of time is admitted to the theory, or perhaps better, 
what is allowed to happen during this time. 

It is possible to distinguish at least four degrees of radicalness in the 
treatment of time. First, time may be admitted solely in the sense of 
futurity, a procedure which is as old as capital theory. Second, it may 
be admitted ‘hat the data of the firm’s operation, though expected to 
remain constant over the time-span in question, are not known with cer- 
tainty and that some sort of probability calculation must therefore be 
made. Third, certain changes in the data may be expected to occur 
though not with complete certainty) during the time-span in ques- 
lion; and taking into account both futurity and uncertainty, one may 
devise a plan of action which will maximize the present value of 
anticipated net revenue. Fourth, one may try to construct a theory of 
i¢é way in which these instantaneous plans are revised as the firm 


304 THE AMERICAN ECONOMIC REVIEW 


moves along through time, experiences favorable or unfavorable “sy;. 
prises,” and adjusts both its plans and its expectations accordingly 
This fourth step—to which, however, the first three are necessary 
prerequisites—seems essential in order to arrive at a truly dynamic 
theory. 

The most elaborate analyses made to date—those of J. R. Hicks 
and A. G. Hart**—stop at about the third step with tentative overture; 
toward the fourth. Their method is still quasi-static in the sense that the 
business plan, though it governs actions extending over future time 
is itself valid only at a moment of time on the basis of a given set of 
expectations. One can change one of the expected future values and 
derive the appropriate change in the plan—a kind of comparative 
statics (subject, incidentally, to the limitations noted earlier in this 
section for comparative statics proper). More elaborate complications 
may be introduced by assuming that a change in, say, present wage 
rates also changes in some definite way the firm’s estimates of the wage 
rates which will prevail in future periods. The result remains the same 
—a plan of action, derived from expected values of the relevant vari- 
ables, and valid only at a particular moment. While this is undoubtedly 
a step in the right direction, it is still some distance from a real dy- 
namics of the firm. 

It should be noted also that most existing writing on business plar- 
ning is limited by the treatment of market prices of factors and proé- 
ucts as data (#.e., an assumption of perfect competition in all markets), 
and by the treatment of output as a dependent variable determined by 
the cost and revenue functions. If the argument of Section II is correct, 
however, there is under perfect competition no equilibrium output short 
of plant capacity, and price changes will not produce the kinds of out- 
put change depicted by Hicks and others. Under imperfect competition, 
prices cannot be taken as data but are matters for decision or bargait- 
ing; the true data are anticipated reactions of other firms, trade unions, 
etc. Output is a matter for separate decision, based primarily o 
anticipated movements of demand—these movements being taken as 
largely independent, over short periods, of price decisions. While esti- 
mates of sales, output, costs, and prices are necessarily interrelated in 
the over-all business pian and must be checked and rechecked against 


*See J. R. Hicks, Value and Capital (Oxford, 1939), Part IV, Chaps. XV-XVII; A G 
Hart, “Anticipations, Uncertainty, and Dynamic Planning,” Jour. of Business of the Um». 
of Chicago, Vol. XIII, No. 4, Part 2 (Oct., 1940); K. E. Boulding, “The Theory of the 
Firm in the Last Tem Years,” Am. Econ. Rev., Vol. XXXII (Dec., 1942), pp. 791-802; 
M. Reder, “Inter-temporal Relations of Demand and Supply Within the Firm,” Canadian 
Jour. Econ., Vol. 7 (1941), pp. 25-38; A. C. Neal, “Marginal Cost and Dynamic Equ- 
librium of the Firm,” Jour. Pol. Econ., Vol. L (1942), pp. 45-54; K. Bode, “Plan Analyss 
and Process Analysis,” Am. Econ. Rev., Vol. XXXIII (June, 1943), pp. 348-54 
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each other, prices and outputs must be recognized as independent ele- 
ments in the plan and neither can be assigned logical priority.*® 


IV 


While the purpose of this paper is critical rather than constructive, 
it may be useful to add a few words on the way in which the Hicks- 
Hart approach might be extended into something like a complete dy- 
namics of the firm. A complete theory would clearly need to contain 
assumptions about the way in which expectations are translated into 


| decisions on prices, output, investment, etc.—including the timing of 


the decisions relative to one another, as well as the causal relationships 
involved. One would need also some assumptions about the way in 


' which the firm’s expectations are derived from its experience in the 


recent past, and the way in which expectations are revised in the light 
of “surprises.” Further, one would need a set of assumptions about how 
the variables influencing the firm’s operations actually change over 
the course of time, #.e., the objective movement of the data, as dis- 
tinguished from the movement expected by the firm. These changes in 
data are not random, but are interrelated and conform to a cyclical 
pattern. Business cycle statistics are adequate to provide reasonable 
assumptions about changes in the more important variables. 

One would need, finally, to give precise meaning to the concept of “a 
period.”” While the theories of Hicks, Hart, and others make explicit 
or implicit use of time units—a “day,” a “week,” a “period,” the dis- 
tance from to to ti, or what not—there has been little attempt to give a 
formal definition of these units or to examine their empirical meaning. 
For purposes of defining the content of a plan at a moment of time, 
it is not necessary to do this. But when one attempts to construct a 
model of the firm moving through time—during which it experiences 
pleasant or unpleasant surprises, revises its plans, experiences new 
surprises, and so on—a clear definition of the time-unit to be used 
becomes of cardinal importance. It is by no means certain, of course, 
that either economic events or business plans are sufficiently regular so 
that models built on the concept of a definite period can have much 
explanatory value. If they are not, however, dynami: analysis is im- 
possible. 

The best starting point is probably to be found in the annual budget 
of the firm. The budget, usually drafted in the controller’s office, after 
consultation with key operating and staff officials, is essentially a 


"The kinds of estimates which business men actually make are probably best visualized 
as single points on the price-quantity diagram—an expected sales volume, output, selling 
Price, wage level, materials price level, and level of unit costs. The business man does not 
seem to think in terms of continuous curves or schedules, and under dynamic conditions 
‘als is probably a very sensible economy of effort. 
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projected income statement for the ensuing fiscal year. It sets forth 
the expected revenue and expenditure streams and provides for the 
disposal of expected net income.** While concerned mainly with proc. 
esses to he completed within the year, it is linked to both past and 
future years via inventory positions, carry-overs of cash and other 
liquid assets, and programs of capital expenditure. Performance dur. 
ing the year is usually checked against the budget figures at monthly 
intervals, and a general revision of the budget is often made at the 
end of each quarter. 

This suggests that “a period” might conveniently be defined as a 
calendar quarter. It is true that certain types of decision, notably 
output decisions, are highly volatile; but to take the shortest period 
within which output might be varied—say a week—as our basic unit 
would make the analysis very cumbersome. The procedure, then, might 
be to start at the beginning of Period 1 with a projected plan for 
the four ensuing periods. At the end of Period 1 there will have been 
certain “surprises,” and appropriate adjustments will then be made in 
the plans for the three remaining periods. It may be convenient also 
to suppose that a new quarter is added at this time so that we have 
always a projection for four periods in advance.** At the conclusion of 
Period 1, the tables will show an ex post picture for Period 1 and an 
ex ante picture for four periods to come. We then proceed to Period 
2 with its surprises and readjustments, and so on. 

The behavior of any particular model would depend on assumptions 
concerning: (1) the number of items included in the plan. The re- 
ceipts and expenditures streams could obviously be subdivided to any 
degree desired and some compromise would have to be struck between 
realism and manageability. (2) The frequency of decisions on each 
item. Thus, output plans might be revised quarterly, price schedules 
semiannually, wage schedules and equipment plans annually. (3) The 
bases of decision, i.e., the equations linking the various items in the 
plan to each other and to the relevant expectations. (4) The bases of 
estimate, i.e., the equations linking expectations to movements of the 
data external to the firm. (5) The behavior of the external data over 


* Hart has suggested that a complete business plan may be divided analytically into 
three parts: a production plan, a sales and purchases plan, and a financial plan covering 
sources and disposal of funds (op. cit., p. 11). The annual budget tends to highlight the 
financial elements in future plans, but it must of course be based on assumptions about 
the volume and value of output, sales and purchases. 

77T am not sure how far this procedure is actually followed in business planning. It 
would involve giving quarters beyond the end of the fiscal year the same logical status 4 
quarters within the fiscal year—indeed, in a sense abolishing the fiscal year. The business 
horizon would be kept at a constant distance from the present and the quarterly revisions 
would form links in an endless chain of plans. This was basically the procedure followed 
during the war by most of the government agencies concerned with production and allocs- 
tion of scarce supplies, and it would appear to be equally logical in business operations 
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time. A simplified set of data would obviously have to be used; as 
already noted, the assumptions about the behavior of the data should 
be made with due regard to what we know about the cyclical movement 
of economic variables. 

Space does not permit presentation of illustrative models here, but 
the reader will have no difficulty in visualizing their general form. 
Arithmetically, the results could be stated in tabular form, the items 
of the plan constituting column headings and the periods row headings; 
separate sections of the table would be necessary to express the ex ante 
and ex post values for each period. Analytically, the model would be 
described by a system of equations with dated variables, of the sort 
which Tinbergen and others have constructed for the economy as a 
whole.” Geometrically, the results would be expressed in diagrams 
with time denoted on the X axis and values of the principal variables 
on the Y axis. Such diagrams would seem to play the basic role in 
dynamic analysis which price-quantity diagrams play in static analysis. 
The difference is that instantaneous curves have been replaced by 
time-series. 

The difficulties inherent in this procedure should not be under- 
estimated. An attempt to introduce all the items on which the firm 
must make decisions, all the data relevant to these decisions, and all 
the interrelations among these variables would make the model en- 
tirely unworkable. Each simplification of the model, however, reduces 
its resemblance to reality. It is an open question whether one can 
strike a compromise which is reasonably descriptive and yet mathe- 
matically manageable. 

More serious still, the very concept of “a period” implies a certain 
discreteness and regularity both in business decisions and in the move- 
ment of the external data. It is certain that in actuality the data show 
very frequent and rather irregular shifts. If firms take this into account 
in their planning, if despite nominal adherence to quarterly budget 
revisions they actually change their plans more frequently, if the in- 
tervals at which a particular item is re-examined are irregular, if the 
intervals for the various items do not coincide and planning is piecemeal 
rather than comprehensive, then our necessarily regular models become 
of doubtful utility. If actual planning is too irregular and too piece- 
meal, model-building becomes an exercise in mathematics rather than 
economics. The feasibility and usefulness of the procedure can be tested 
only by studies of actual business planning, which one may hope will be 
prosecuted in many places during coming years. 


* See particularly J. Tinbergen, Statistical Testing of Business Cycle Theories, Vols. 1 
and 2 (Geneva, League of Nations, 1939); J. Tinbergen, “Econometric Business Cycle 
Aesearch,” in Readings in Business Cycle Theory (Philadelphia, Blakiston, 1946); and E. 


Lundberg, Studies in the Theory of Economic Expansion (London, P. S. King, 1937). 
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A word now on the role which wages would play in a dynamic mod: 
of the firm. It would seem best to take changes in the firm’s wage ley¢| 
as data; certainly under collective bargaining it would be inadvisable 
to try to deduce wage changes from economic conditions in the firm o 
in the local labor market. As regards the effects of a wage change o 
other aspects of the business, I suspect that under any plausible a;. 
sumptions one would reach the same result as in Section II, i.e., the 
short-run effect on output and employment will be negligible. The 
direct effect of the wage change then, is just what the untrained mind 
would suppose it to be—disbursements to labor are altered by virtually 
the full amount of the change. 

The question of “where the money comes from” to pay a wage 
increase, which is somewhat puzzling under static assumptions, presents 
little difficulty in a dynamic (#.e., cyclical) model, for the general 
economic conditions producing an increase in wages are very likely also 
to be producing an increase in the firm’s output and sales price. Its 
wage-paying ability thus rises pari passu with its wage rates. Indeed, 
during cyclical upswings wage rates must normally lag a good deal 
behind ability to pay, else we should not find the large fluctuations in 
profits which actually exist. 


V 


The argument of this paper may be restaied in three propositions: 

First, the static theory of the firm cannot be used for the prediction 
of actual business behavior, both because of defects in the cost and 
revenue functions—extreme instability, lack of continuity, lack oi 
independence, and so on—and because of the basic inapplicability oi 
static methods to changing conditions. Timeless cost-revenue diagrams 
should be restricted to problems to which they are appropriate, ¢,, 
exposition of the meaning of idezl allocation of economic resources. 

Second, actual business behavicr should be analysed by the use oi 
period models developed along the lines sketched in Section IV. As 
sumptions for these models can come only from systematic observation 
of business activity. The marginal productivity of time spent on suc) 
observations is currently much greater than that of time spent in pure 
deduction. 

Third, it seems reasonable to expect that the direct effect of a wage 
change in a particular firm on output and employment in that firm wil 
usually be very close to zero. The significance of this hypothesis (1! 
correct) is that in models of the edonomy as a whole, general changes 
in money wage rates can safely be taken as changing wage payments 
the first instance by the same percentage as the change in rates. This 
is by no means the end of the story, but it is at least a beginning. 
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FRENCH MONETARY AND FISCAL POLICIES SINCE 
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, |. The Inflation in France: A Summary of Its Causes and Significance 
ually 


At the time this article is being written, more than three and a half 
years have elapsed since the liberation of Paris from the grip of the 
Germans. Over this period, France has been engaged in a desperate 
struggle to revive her economy, which four years of enemy occupa- 
tion had sapped of its strength. While considerable progress has been 
made in many sectors, the disappointing fact remains that over-all pro- 
duction has scarcely reached the 1938 level, which in itself was a de- 
pressed year, consumption is far below prewar standards, and the 
reconstruction and modernization of the economy are only in their 
initial stages. 

Why has not economic recovery been more rapid in France? To this 
juestion there is no simple answer: a complex group of factors has 
contributed to the slow pace of development. The problems have been 
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iction jificult: starting anew with a greatly weakened economy to meet the 
t and tasks not only of mere survival but of reconstruction and rehabilitation, 
ck of the French were confronted with raw material shortages (especially 


coal), labor shortages, obsolescent equipment, exhausted land, insuffi- 
cient foreign exchange resources, and political instability. These prob- 
lems were inherited from the war and occupation, and in some cases 
were part and parcel of a general world situation; the solution obvi- 
ously would take time and would depend not only upon national efforts 
but also upon world developments. 

One of the primary factors which has been responsible for the 
absence of a greater rate of economic recovery in France is the 
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) pult Be monetary instability which has plagued the country since its liberation. 

At the time Paris was delivered from the Germans (August, 1944), 
Wage B® general wholesale prices were about 2.7 times the average of 1938, and 
m will retail prices in Paris were 2.95 times the average of 1938.’ By the end 
sis (i! JM of the year 1947, the level of prices, both wholesale and retail, had in- 
anges He Creasec to approximately four and a half times the level prevailing in 


nts in 


This August, 1944. By the end of 1947, therefore, prices were, according 


‘cial indexes, between thirteen and fifteen times higher than in 


ior is associate professor of economics at Miami University. 
Cunetin de la Statistique Générale de la France, April-May, 1945, p. 115 
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1938, with a greater part of the inflation having occurred since the 
liberation.” 

The forces responsible for this inflation are numerous; only a brief 
summary of the most important ones will be indicated here. 

The seeds of the post-liberation monetary troubles of France were 
sown, of course, during the war and occupation. The Germans had 
squeezed the French economy to the bone. Industrial productioy 
steadily fell during the occupation period, reaching a low point jn 
August, 1944, of about one-fifth the 1938 volume.’ Concurrently with 
forcing production to progressively lower levels, the Germans saddled 
the economy with the burden of supporting occupation troops and of 
maintaining a “favorable” trade balance (through a clearing agree. 
ment) vis-d-vis Germany. 

In the process of financing occupation costs—which amounted to 
694 billion francs from June 25, 1940 to September 3, 1944—and the 
clearing balance of 160 billion francs,‘ a huge sum of money was 
pumped into the economy. The central government’s total expenditures 
rose steadily, reaching the figure of 449 billion francs in 1943 (com- 
pared to 115 billion in 1938).° Budgetary receipts from taxation lagged 
far behind expenditures (amounting to only 135 billion in 1943, for 
example), the deficit being made up with advances from the Bank of 
France and public borrowing. 

Bank deposits and the note circulation increased as a consequence 
of the inflationary financing from a total of 276 billion francs in 
August, 1939 to 1,035 billion in August, 1944.° 

The economy was further weakened by the direct levies imposed 
by the Germans and by war damage and destruction. The loss oi 
capital equipment caused by the war and occupation has been est 
mated by the French government at 990 billion francs of 1938 value, or 


? Statistical Office of the United Nations, Monthly Bulletin of Statistics, December, 1%’ 
It must be borne in mind that black-market prices are not included in the official pre 
indexes. This is a serious omission when comparisons are made with the prewar perio. 
for a significant portion of the national income of France has, since the liberation, flowed 
outside the legal price system. It is virtually impossible, however, to calculate accurate) 
a realistic index because of the absence of sufficient data to allow proper weighting. On tie 
basis of personal observations, however, the writer feels that the “real” inflation of cos 
of-living items is currently closer to twenty times the prewar level than to fifteen tims 

* Institut National de la Statistique et des Etudes Economiques: Etudes et Conjonctur 
Union Francaise, Aug.-Sept., 1946, pp. 110-11, 

“Secretariat d’Etat la Presidence du Conseil et 4 l’Information, Notes Documentaires 
Etudes, No. 275, “Les Finances Publiques de la France depuis la Liberation,” p. 14. 

® Ministére de I’Economie Nationale et des Finances, Direction de la Documentation ¢ 
des Etudes Economiques: Inventaire des ‘Ressources de Economie Frangaise, p. 259. 


* Ibid, p. 266. 
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about two and a third times the gross national product of 1938.’ 

France found herself at the war’s end, therefore, with an economy 
the productive capacity of which was greatly impaired, confronted 
with enormous tasks of reconstruction and rehabilitation, and with her 
citizens in possession of an inflated mass of liquid purchasing power. 

A great deal of the inflation potential created during the occupation 
was prevented from being realized through the insistence of the occupy- 
ing authorities that price controls and rationing be maintained and 
wages kept at a relatively low level.* While the index of retail prices 
had risen to 295 (1938 = 100) in Paris in August, 1944, the index of 
hourly wage rates had risen to only 163.° 

Within two months of the liberation of Paris a general wage increase 
was granted to industrial workers. From that date forward a series of 
further general wage increases has followed. The index of hourly in- 
dustrial wage rates for skilled workers rose from 163 (1938 == 100) in 
August, 1944, to 231 in October, 1944, to about 475 in October, 1946.*° 
Since the latter date, additional overall wage increases have been 
decreed, the latest at the time of writing being on the order of 25 per 
cent (December, 1947) .” 

On the whole, the history of wage developments has been that of 
a continuous struggle between costs of living and wages. The rapidity 
with which prices have risen is reflected in the minimum wage de- 
mands of organized labor: as of January 1, 1947, 7,000 francs monthly 
for a 48-hour week;*” in December, 1947, 10,800 francs a month, with 
revision of pay scales every three months.”* 

While wage rates rose rapidly dating from October, 1944, industrial 
production increased at a much slower pace, the index failing to reach 
the average of 1941 until the end of 1945, and it is doubtful if during 
the year 1947 it more than barely reached the depressed level of 1938.** 

In addition to the spiral of wages, the chronic budgetary deficits of 
the state must bear a large share of the responsibility for the inflation 

Mey ap d’Etat 4 la Presidence du Conseil et 4 l’Information, Notes Documentaires et 

0. 291, p. 8. 
' ‘The Germans wanted price controls in order to facilitate their “purchases” in France— 


often at ble ick-market prices; they wanted wages kept down in order to encourage workers 
eer for service in Germany. 


stitut de Conjoncture, Point Economique, No. 5, December, 1945, p. 13. 


* Institut National de la Statistique et des Etudes Economiques, Etudes et Conjoncture, 
Union Francaise, Aug.-Sept., 1946, p. 20. 


New York Times, December 20, 1949, p. 2. 
“U.S. Department of Labor, Monthly Labor Review, August, 1947, p. 156. 
New York Times, November 26, 1947, p. 1. 
‘Institut National de la Statistique et des Etudes Economiques, op. cit., pp. 110-11. 
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with which France has been struggling since her liberation. Despite the 
elimination of the occupation and clearing charges which forced deficit 
financing on the government during the occupation years, total goy. 
ernment expenditures remained at a high level after the liberation. 

In 1945, state expenditures totaled 552 billion francs and tax re. 
ceipts 245 billion, leaving a deficit of 307 billion francs.*® The national 
income of 1945 was estimated at 1300 billion francs. 

In 1946, total state expenditures amounted to 783 billion francs and 
tax receipts 461 billion, leaving a deficit of 322 billion francs.** National 
income was estimated for 1946 at 2,000 billion francs.” 

A portion of the large government outlays has gone into necessary 
capital investment, but an extraordinarily large fraction of expenditures 
(especially for the maintenance of the military establishments) has 
contributed little or nothing to the reconstruction of the economy, 
while adding fuel to the inflationary fire. 

In addition to their direct economic effects, the continuing budget 
deficits have had a very important psychological influence, the gen- 
eral public interpreting them as positive indicators of further inflation. 


II. Efforts to Combat the Inflation 


From the beginning of the post-liberation period, it was generally 
recognized in France that the monetary and fiscal problems facing the 
nation were formidable and of great significance. This conviction grew 
with the developing inflation, until it finally became apparent that the 
reconstruction and rehabilitation of the economy would be a distress- 
ingly burdensome and drawn-out task unless some kind of monetary 
stabilization could be reached. Attempts at economic control were fore- 
doomed to failure so long as the inflation persisted: rationing and 
price controls over consumer good were subverted by ubiquitous black 
markets where almost any good or service could be obtained, usually 
at a price several times the official price; efforts to direct productive 
activities into the lines that would hasten the reconstruction of the 
country were largely vitiated by the opportunities to make huge 
speculative gains through withholding goods from the market and 
catering to the nearly unlimited extra-legal consumer market. 

By the end of the year 1946, it is safe to say that solving the infla- 
tion problem had become the chief preoccupation of the governmett, 
the first domestic problem from the point of view of urgency of 
solution. 

* Ministére des Finances, Inventaire de la Situation Financiére, 1946, pp. 230, 559. 


* Data made available to writer by French Ministry of Finance. 
** Ministére des Finances, op. cit., p. 400. 
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In tracing the development of French monetary policies, it is impor- 
tant to note that the general approach that was to be followed for at 
least the first three, critical years after the liberation was settled upon 
within a very short time after the deliverance of Paris from the Ger- 
mans. The liberation government was faced with the facts that as the 
result of the war and occupation, (a) the French people was in dire 
need of an improved level of consumption and was psychologically 
convinced that liberation would result in such an improvement, (b) the 
domestic economy was so badly disorganized and weakened that it 
would be unable for a considerable period to satisfy normal consump- 
tion and investment demands, and (c) an inflated volume of liquid 
purchasing power was held by the public. 

Under these circumstances, the latent inflation potential was obvi- 
ous and it was equally obvious that about the only immediate positive 
domestic measure which could be taken to alleviate the pressure on 
prices was the reduction or immobilization of the public’s holdings of 
liquid purchasing power. The important question, however, was the 
method which should be adopted to accomplish this. 

In the neighboring country of Belgium (and in other, recent cases 
such as in Tunisia and Corsica) bank notes had been é«alled in and 
exchanged for new notes, a portion of which had been frozen or blocked 
in accounts, the latter to be taxed or gradually unfrozerm, as the future 
situation warranted. 

This system was widely discussed in France. While many prominent 
financial statesmen recommended it strongly (among whom the out- 
standing advocate was M. Pierre Mendes-France), the bulk of the 
government and the public was set against such drastic action. There 
were many arguments advanced against this solution, but the most 
prominent of them was that it would create a psychological reaction 
which would ruin the state’s credit and paralyze economic activity." 
In any event, the effectiveness of any such procedure declined with 
the passage of time, and as the discussion prolonged itself over several 
months it became a progressively less attractive solution. 

The outcome of the debate was that strong measures on the Belgian 
model were rejected by the Cabinet, to the relief and applause of the 
majority of the public. The general nature and tone of monetary and 
financial policy in France were set by this basic decision. “Classical” 
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er arguments against the proposal were that (a) it was theoretically unsound, (b) 
vernment did not possess the new notes necessary to effect an immediate exchange, 
*) the administrative difficulties would be too great, and (d) there were no means of 
"asing the quantity of consumer goods which would be necessary to make the program 
am (See Charles Rist, “The French Financial Dilemma,” Foreign Affairs, Vol. 25, 
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methods of control were to be followed which would retain the cop. 
fidence of the French people in their provisional government. The prin. 
cipal policies which were in fact pursued will now be examined. 


A. The Liberation Loan 


The first major effort of the provisional government to meet the 
inflation problem was the flotation of a “Liberation” loan, the principal 
objective of which was to reduce excess purchasing power. Several 
factors served to make it a success from the point of view of the 
amount of subscriptions, a total of 164 billion francs being subscribed, 

First was the fear on the part of many that the government might 
still institute a note-conversion and blocking program on the Belgian 
model. Assurances were given by the Minister of Finance that fund; 
invested in Liberation bonds would be given special treatment in any 
subsequent extraordinary taxation measures. 

The second favorable factor was the absence at the time of flotation 
of the loan of many attractive alternative investments with the yield 
of three per cent received on the bonds. 

Lastly, there was a good deal of patriotic feeling in France for the 
first post-liberation attempt to effect the assainissement of the cur- 
rency. The number of subscriptions—2,300,000—was the largest ever 
attained in France up to that time. 

Of the 164 billion francs subscribed, 73 billion were paid in bank 
notes, 54 billion from bank deposits and 37 billion in Treasury and 
savings bonds.*® Hence, more than a fifth of the subscriptions simply 
served to replace short-term obligations with longer-term obligations. 

It is also significant that the average size of the subscriptions to the 
Ican was slightly over 70,000 francs. From this fact, plus the origin oi 
the funds subscribed as noted in the preceding paragraph, it would 
appear that the success of the loan in mopping up active purchasing 
power was limited. It is doubtful if any significant amount of nev 
savings resulted from the loan. 


B. The Note-Exchange Program 


The second major monetary measure was taken in June, 1945—one 
year after the Allied landings on the Continent. On June 2, the Minister 
of Finance announced the decision of the government to exchange al 
notes of the Bank of France (and those issued for the Allied military 
forces) of denominations of 50 francs and above against new-typt 
notes. From June 4, 1945, the old notes affected were to cease to have 


” Secretariat d’Etat A la Presidence du Conseil et a I’Information, Notes Documentair 
et Eiudes, No, 275, p. 5. 
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con- 
prin- 


legal tender power.” Notes of 5-, 10- and 20-franc denomination were 
not affected, since they constituted only two per cent of the total 
circulation and would have complicated the exchange without con- 
tributing appreciably to the objectives of the program. 

The notes were exchanged franc for franc, without any levy or 


t the blocking. The only resemblance to the Belgian program, therefore, was 
Acipal the physical calling in of old notes and replacing them with new-type 
notes. 


the 
ribed. 
might 
elgian 
funds 
any 


In addition to the exchange of bank notes, the program included the 
stamping or exchange against new instruments, depending upon their 
value, of short and medium bonds—Armament bonds, Treasury bonds, 
National Defense bonds, Savings bonds, Liberation bonds, etc. 

The following was stated by the Minister of Finance to be the ob- 
iectives of the note-exchange program:** 

~ 1, It would give a profit to the State equal to the value of the notes 
and bonds carried away by the enemy, sent out of France illegally, lost 
or destroyed during hostilities, or not presented for exchange by 
holders. 

2. It would result in “photographing” the holdings of currency and 
State bonds of every Frenchman and in this way facilitate a con- 
templated program of capital taxation. 

3. Finally, it would result in the conversion of a great number of 
idle notes into Treasury bonds, either direct or through bank deposits. 
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y and The “profit” of the Treasury from the conversion amounted to about 
simply 35 billion francs—+.e., the total amount of notes turned in for exchange 
ons. was some 35 billion francs less than the official figure carried on the 
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balance sheet of the Bank of France as outstanding prior to the con- 
version. 

Currency (note) circulation declined more than this amount, how- 
ever, for immediately prior to the exchange many converted their hold- 
ings into bank and savings deposits. As a result of the difference between 
oficial circulation figures and the amount of notes turned in for ex- 
change, plus the increase in deposits, the note circulation declined from 
about 589 billion francs on May 17 to 444 billion on August 2. Bank 
and savings deposits increased over roughly the same period by around 
110 billion francs. 

A secondary effect of the conversion was to ease considerably the 
Treasury’s position, since the increase in bank and savings deposits 
resulted in corresponding increases in bond holdings by the banks. 
Short-term Treasury bonds outstanding increased from 592 billion 
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francs in the middle of May to nearly 689 billion at the end of Jun 
Between May 31 and August 2, the Treasury’s current account at th 
Bank of France increased from 27 to 102 billion francs, and at th 
same time the last 19 billion francs owed by the State to the Bank o/ 
France as “provisional advances” were repaid. 

The only direct reduction in monetary circulation effected by th 
note exchange was that unknown, but presumably small, part of th 
35 billion francs difference in note circulation figures which repr. 
sented failures of the owners to turn in their notes.” 

The failure of the Liberation loan and note-exchange program t 
reduce the monetary circulation is shown by a comparison of the tot! 
circulation at the time of liberation and at the end of the note 
exchange operation: ** 


Monetary Crrcutation, Aucust, 1944 anp Jung, 1945 
(In billions of francs) 


End of August End of June oe 
1944 | 1945 

fo 

Bank note circulation 620 444» in: 
Bank deposits 244* 392 
Current postal accounts 26 43 

Savings accounts 140 244 an 

1) 

1,030 1,123 . 

ml 


* As of September 30, 1944. 
> As of August 2, 1945. 


It is clear from the above table that, although the note circulation— * 
as it appeared in the official Bank of France statistics—declined as: ,,, 
result of the loan and note-exchange operations by over 28 per cet, Hy». 
this did not constitute a reduction in effective monetary circulation, i Hy»), 
it was offset, indeed more than offset, by increases in other monetaly HRP}. 
media. Moreover, it must be remembered that part of the decrease i Hy 2; 
note circulation was purely fictitious, representing notes that had lon Hy ,,; 
been destroyed. ca 

At the conclusion of the note-exchange program, the then Minisie ' 
of Finance (Rene Pleven) stated that: go 

For me, the exchange of notes marks the end of a first phase of our financid de: 
effort of the post-war period and permits the opening of another. . . . \o . 

Off 


* Principally by those who had accumulated large note holdings through black-marke! 
dealings or otherwise and who feared punitive measures if they revealed their holdings. Man} 
others in the same position, however, escaped from the dilemma by distributing « 
holdings to less affluent friends for turning in. 

* Secretariat d’Etat A la Presidence du Conseil et 4 I’Information, op. cit., p. 7. 
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© that victory is won and the exchange of notes permits us to see clearly in our 
Shouse, we can on the one hand reduce certain expenditures and on the other 
hand institute the equalization tax on capital and on enrichment. . . .** 


C. The Capital Tax Program 


The capital tax program adopted soon after the note exchange con- 
sisted of two kinds of tax:* first, a tax on capital gains, whatever the 
sources, realized between January 1, 1940 and June 4, 1945; second, 
"capital levy on all capital held on June 4, 1945. In both cases, it 
should be noted that the date of the note conversion—June 4, 1945— 
was adopted as the critical date in the application of the taxes. In this 
way the effect of “photographing” liquid holdings as of June 4 through 
the note-conversion program was made use of in the capital tax pro- 
gram. 
~ The capital levy was a relatively mild, progressive tax, with rates 
‘starting at three per cent on the first half million francs and rising to 
' 20 per cent on all in excess of 300 million francs. The exemptions were 
‘generous: 200,000 francs for each taxpayer, plus additional exemptions 
for family charges. Furthermore, the levy was payable in four equal 
‘instalments spread over four years.”® 
» The basic exemption under the capital gains tax was 50,000 francs, 
"and the rate was much greater, starting at five per cent on the first 
150,000 francs and rising to 100 per cent for all in excess of five 
' million francs. Payment was to be made in two installments, the first 
in January, 1946 and the second in January, 1947. 
' While the capital gains tax was fairly heavy, its effectiveness obvi- 
‘ously depended upon the accuracy and honesty of declarations by the 
tion HF taxpayers. Without exhaustive searches by the state which would in- 
od a3! HR volve an intolerable administrative burden, no effective check on tax- 
T Cell, HS payers’ estimates of capital holdings as of January 1, 1940, could be 
On, !0! HS made. This is particularly the case in France, where fiscal evasion has 
metal) Hy been traditional. The fact that declarations of capital gains, up to June 
east " HS 25, 1946, amounted to only 176 billion francs” indicates clearly that 
id long HERS this tradition has not been seriously breached in the application of the 
scapital gains tax. 
While the capital tax program was presumably thought of by the 
government as fitting into its over-all monetary program, it was not 


nanci (A designed primarily as an anti-inflation measure. In the introduction of 
Now 


inister 


“Statement (translated) before the Consultative Assembly on June 26, 1945, Journal 
» Oficiel, “Débats de Assemblée Nationale Constituante,” June 27, 1945, p. 1210. 


* Journal Officiel, August 17, 1945, pp. 5090 ff. 
“The period of payment was later reduced to two years. 
" La Tribune Economique, July 26, 1946. 
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the law, its purpose was stated to be that of equitably distributing the 
burden of war damages among all the French people. That the program 
made some contribution to this end cannot be doubted, but its contriby. 
tion to the principal monetary objective of combatting inflation was 
coincidental and very limited. 


D. The Blum Experiment 


The failure of the attempts described above to achieve price stability 
became more and more embarrassing to the successive French govern- 
ments, and more and more critical from the point of view of restoring 
and reconstructing the economy. A serious and noteworthy effort was 
being made by the Monnet Planning Commission to draw up a schedule 
of production and investment designed to raise the productivity of the 
economy and the standard of living to levels ultimately above the 
highest prewar levels. To accomplish these objectives, it was neces- 
sary that (a) an adequate volume of investments be made each year, 
(b) resources be allocated according to a priority scale, and (c) 
exports rapidly expand in order to allow the acquisition of necessary 
raw material and equipment imports. 

All three of these essential prerequisites would be adversely affected 
by continued price instability. The pressure of consumer demand could 
be expected to remain extraordinarily strong for at least two years. 
Even with stable prices, therefore, it would be difficult to obtain the 
savings required by the Monnet Plan. If the necessary savings were 
obtained through inflation, the problem of allocation of resources on 
a priority scale would be seriously complicated, for pressure to divert 
production into the more profitable consumer industries would be 
great. 

Lastly, continued rising prices would constitute an obstacle to the 
necessary expansion of French exports. By the end of 1946, world 
demand was becoming more elastic with respect to price, and the rate 
of increase in French exports could not be maintained for long, if 
internal prices were to continue on their upward trend, without 4 
further devaluation of the franc. 

It was in response to these imperious demands that the so-called 
“Blum experiment” was launched at the beginning of the year 194’. 
The approach of Premier Blum was essentially psychological. In : 
dramatic broadcast to the nation, Blum announced the determination 
of the government to end abruptly the inflation spiral and to effect a1 
immediate five per cent reduction in all consumer prices.” Moreover, 
the first five per cent decrease was to be followed by a second five per 
cent reduction no later than March 1, 1947. 


* New York Times, January 4, 1947, p. 7. 
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The patriotism of Frenchmen was appealed to, but they were also 
warned that failure to abide by the price decrees would entail heavy 
penalties. Voluntary observance committees were established to report 
infractions of the new measure. “Test” stores were created in all com- 
munities where new price lists were prominently displayed to serve as 
consumer guides. 

The principal object of the new policy was to destroy the speculative 
atmosphere which the inflation had created and which, in turn, helped 
to create further inflation. If, somehow, producers and the general 
oublic could be convinced that prices were going to stop rising—and 
perhaps even fall—then, it was reasoned, hoarded stocks and excess 
inventories would be put on the market immediately. Specifically, the 
public was assured that a further reduction in prices of at least five per 
cent was forthcoming within two months, so that commodity hoarders 
were encouraged to sell their accumulated stocks immediately. 

Other, more concrete, measures were also adopted by the govern- 
ment to discourage commodity hoarding. The government threatened 
to seize and sell on the open market excess stocks. Standards were to be 
devised for determining what constituted excess inventories in various 
industries. Banks were instructed to scrutinize carefully applications 
for loans and to refuse loans which appeared to be for the purpose of 
financing inventories. 

What were the results of the psychological “shock” imparted by this 
program? First of all, a tremendous popular enthusiasm for the pro- 
gram developed immediately. It was hailed in the press as the turning 
point in France’s postwar history; all political and economic groups 
endorsed the program. Retail stores began immediately to post signs 
in their display windows announcing five per cent (some of the more 
enthusiastic made it ten per cent) reductions on all prices. 

Labor groups were especially receptive to the experiment, and in its 
| beginning indicated a willingness to postpone demands for further wage 
increases until the results of the price reduction program were observed. 

The immediate substantive result was a slight fall in retail prices. 
The index of retail prices in Paris fell from 865 (1938 = 100) in De- 
cember, 1946, to 856 in January, the first month during which the price 
decree was in force.”® Retail prices remained about the same during 
February, but fell further in March (838) and April (837) as a result 
of the second price-reduction decree. 

It is doubtful that black-market prices were similarly affected, how- 
ever, and if the above indexes were modified to take these into account, 
the decrease in effective prices which occurred would have been even less 
than that indicated above. 


~ Statistical Office of the United Nations, Monthly Bulletin of Statistics, August, 1947. 
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Nevertheless, the success of the program during the first four months 
of the year 1947 can fully be defended on the grounds that it stopped 
the upward trend of prices, regardless of whether it actually reverseq 
the trend. 

Unfortunately, the success in restraining prices was short-lived. Ip 
May, the previous trend of retail prices was resumed, the index rising 
to 886, and in June bounded upward to 941. 

Writing in his column in the Socialist daily Le Populaire on June 21. 
1947, Leon Blum, author of the price-reduction experiment, commented 
as follows: “The experiment has not been without honor; it has not 
been without temporary profit, nor even, what I believe and hope, with- 
out lasting profit; but it has ceased. We will be able later to look for the 
causes and fix responsibilities, for the present, the fact is there.” 

The causes of the failure of the Blum experiment are not far to seek: 
first and foremost is the simple, elementary fact that inflation (like 
most other economic and social problems) cannot be legislated out of 
existence without removal of its basic cause. It is true that concurrent 
with the price-reduction program the Blum government was attempting 
to stabilize wages and reduce the government deficit; but in neither of 
these attempts was anything more than ephemeral success attained." 
Moreover, the blackmarket continued to flourish, the farmer continued 
to withhold grain from the market and feed it to livestock, a large part 
of incomes continued to be left untouched by the fiscal system. France 
discovered that inflation has many roots and ramifications and cannot 
successfully be attacked at only one or two points. 


E. Reduction in Government Expenditures and the Budget Deficit 


It was shown in a preceding section® that total central government 
expenditures continued to mount after the liberation despite the elim- 
ination of the heavy financial charges imposed during the occupation. 
The large deficits in the governments financial operations was one of the 
principal factors contributing to the developing inflation. 

The successive provisional governments, and the French public 
generally, recognized the important role of the budget deficits in the 
inflation problem. Indeed, one of the principal points in each govern- 
ment’s announced policies was reduction of budgetary expenditures. 
This became one of the most reiterated points in French monetary 
policy, for every political group gave lip-service to it. 

Unfortunately, it was easier to state than to realize the objectives o! 

* Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, Sept. 
1947. 

™ See supra, Part I and the section on the budget. 

™ See supra, Part I. 


budge 
restra 
increa 
ording 
budge 

Fin 
proble 
specia 
equilil 
M. Je 
stated 
sable | 
for 19 

One 
month 

Wh. 
billion 
ordina 
withou 
labor, 
compr 
budge 
for re 
time a 
demon 
lem of 

Fins 
and es 
Assem 
succee 
which 

Inst 
went o 
replace 


Witl 
taxes, 
( 
ur le Pr 
~ Othe 
een desi 
Asset 
Rappor 
See t 


SNIDER: FRENCH MONETARY AND FISCAL POLICIES 321 


budget policy. Efforts during the first two years after liberation to 
restrain even ordinary expenditures failed, while the yield of taxes 
increased Only because of the inflation.** Moreover, in addition to the 
ordinary budget expenditures there was the added burden of extra- 
budget expenditures for war damages and reconstruction. 

Finally, because of the increasingly critical nature of the monetary 
problem in France and the public pressure to reduce the budget deficit, 
special efforts were made during the first semester of 1947 to effect an 
equilibrium between current ordinary expenditures and tax receipts. 
M. Jean Monnet, chief architect of the Five-Year Reconstruction Plan, 
stated flatly that equilibrium of the ordinary budget was an indispen- 
sable prerequisite for carrying out the investment schedule of the plan 
for 1947.°* 

One of the chief tasks the government set for itself in the first 
months of 1947, therefore, was the balancing of the ordinary budget.** 

While original estimates indicated expenditures during 1947 of 660 
billion francs and tax receipts of 550 billion,** it was assumed that these 
ordinary expenditures could be compressed and tax receipts enlarged 
without too much difficulty. It was discovered after weeks of diligent 
labor, however, that expenditures were extremely unsusceptible to 
compression. The lack of success in achieving a balanced ordinary 
budget led the Assembly to block 40 per cent of the government’s credits 
for reconstruction projects, the credits to remain blocked until such 
time as a balance could be produced in the ordinary budget. This action 
demonstrated the seriousness which the Assembly attached to the prob- 
lem of inflation and to the budget deficit as a contributing cause. 

Finally, estimated expenditures were reduced to 610 billion francs 
and estimated tax receipts were increased to 590 billion. But while the 
Assembly was in process of discussing these estimates, the civil servants 
succeeded in forcing pay increases, thus upsetting the near-equilibrium 
which had been worked out.* 

Instead of the state’s financial situation improving, as the months 
went on, it deteriorated still further. It became increasingly difficult to 
replace maturing short-term obligations, so that it was necessary to 


“With the exception of the capital taxes described previously and other, minor, new 
taxes, 

“See Commissariat Général du Plan de Modernisation et d’Equipment, Rapport Général 
ir le Premier Plan de Modernisation et d’Equipment, pp. 92 ff. 

Other aspects of the government’s monetary policies in the early part of 1947 have 
een described in the preceding section on the “Blum experiment.” 

Assemblée Nationale, Annexe au proces-verbal de la séance du 28 Février 1947, 
Napport Fait au nom de la Commission des Finances,” p. 33. 

"See the London Economist, August 2, 1947, p. 199. 
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raise the ceiling on temporary advances from the Bank of France t) 
the state from 100 billion francs to 200 billion francs.** 

On October 9, 1947, Premier Ramadier announced a program oj 
financial, economic and fiscal measures aimed at the immediate halting 
of inflation and stabilization of the currency. The key point in this pro. 
gram was the balancing of the total budget. 

The time has come to assure a total balance of the budget. Henceforth 
there will be only one budget without distinction between the ordinary an; 


exceptional budgets. 
The only separated accounts will be for reconstruction of war damages, t; 
be financed solely by bond issues without recourse to bank credits or Treasur 


loans. 
The budget, on the contrary, will be entirely financed by tax collections 
without any recourse to banks or loans. . . .*® 


Ramadier’s program called for cuts in departmental government ex- 
penditures and military expenditures. On the revenue side, plans were 
announced for the reorganization of the tax system to increase receipts 
to 690 billion francs. 

Implementation of Ramadier’s plans to balance the budget included 
the postponement of all government contracts for equipment and re- 
construction until a balanced budget could be determined, elimination 
of 1300 jobs in the Veterans’ Ministry, with a large cut in its appropria- 
tions, and the abolition of a large number of military courts. 

In early November, the Cabinet decided further to reduce expendi- 
tures by dropping the subsidy on coal. While this resulted in reducing 
expenditures by several billion francs (an unimportant portion of total 
expenditures) the immediate effect was to force an increase in the 
official price of coal from 1350 francs a ton to 2160 francs and a 
corresponding rise in dependent industrial prices. 

Jules Moch, the Minister of Economic Affairs, justified the elimina- 
tion of the coal subsidy, and other parts of the Ramadier program, in 
these terms: “The Government had the choice of defending prices or 
of defending the currency. After serious study, it decided that the firs 
would lead to dire catastrophe, and it adopted unanimously the second 
course.’ 


A month later the Ramadier government was replaced with a new | 


Cabinet headed by Schuman, the Minister of Finance in the preceding 
government. The efforts of the Schuman government to meet the intla: 
tion crisis will be examined in the next section, but it may be remarked 


Ibid. 
* As quoted from Ramadier’s statement in the New York Times, October 10, 1947, p.° 
"Quoted in New York Times, November 7, 1947, p. 7. 
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at this point that, because of threatened internal disorder, the new 
government soon called up an additional 80,000 men into the armed 
forces. Moreover, to forestall an impending strike of government em- 
ployees, the latter were offered increased pay and family allowances 
sregating 110 billion francs annually. Again, therefore, efforts to 
lance the budget through reducing expenditures were stalemated. 
It is quite clear from the above account that, despite repeated efforts 
to balance the budget and of reiterated declarations that this was the 
official policy, the fact remains that remarkably little success has been 
hieved in France in this respect. The important question remains of 
what explains this failure. 

Two factors, broadly speaking, have been responsible: (a) the dif- 
ficulties encountered in compressing expenditures, and (b) the funda- 
mental weakness of the French fiscal system. 

On the first score, the biggest problem has been that of military 
expenditures. These amounted to 177 billion francs in 1945, 185 billion 
in 1946 and were estimated at 235 billion in 1947.‘* While the war in 
Europe continued, military expenditures could not be questioned; but 
when such expenditures remained at a high level after VE day and, 
finally, after VJ day, they became the hard core of the budget problem. 

The general public was shocked by the apparent incompressibility 
{ military expenditures, “Yet so far the stubborn resistance of the 
military hierarchy has succeeded—as it did in 1918 after the last war 

in slowing down the deflation of the armed services which successive 
ministers of finance so much desired.’’* 

A similar history developed with respect to the reduction of the civil 
service. In 1938 there were 687,000 employees of the state. In 1945 
there was over one million, without counting the half-million employees 
i local governments and services and the employees of the national 
railways. 

While it has been the official policy to increase the efficiency of the 

| service and reduce the number of personnel, no substantial prog- 
ress has been made’ to date. On the contrary, on account of salary 
ncreases granted to civil servants, the cost of government personnel 
las steadily increased. 

some success has been achieved in reducing subsidies, which had 

een granted by the state on a variety of goods and services in order 

keep their sales price below costs of production. But while the re- 
luction or elimination of subsidy payments has made a relatively small 
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Ministére des Finances, Inventaire de la Situation Financiére, 1946, p. 321; Assemblée 
l ae 


The French Financial Dilemma,” Foreign Affairs, Vol. 25 (Apr., 1947 
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contribution toward a balanced budget, increased prices have jp. 
mediately followed, which, in turn, have encouraged further wage de. 
mands from both workers in nationalized plants and in government 
service. 

Finally, as noted previously, the extraordinary budget was partially 
frozen at the beginning of 1947 under the Blum Cabinet and virtually 
eliminated later on under the Ramadier Cabinet. Despite this drastic 
action, the government was nevertheless grappling with the problem 
of covering a current deficit on the order of 100 billion francs late jn 
the year 1947.*° 

On the revenue side, little effort has been made to increase rates of 
taxation, except for indirect taxes.‘* The increase in tax yields which 
has occurred has been derived principally from inflated prices and 
incomes. 

One of the important reasons for the absence of any greater efforts 
to increase direct tax rates must lie in the notorious inefficiency of the 
French fiscal system. Even before the war, receipts from direct taxes 
amounted to only about 25 per cent of total receipts, excise and indirect 
taxes comprising the bulk of the remainder. These proportions have 
not been appreciably altered.** 

Evasion of direct taxes is extremely widespread in France, wage 
earners and others with easily determined fixed incomes bearing the 
brunt of the burden, while the business and professional classes and 
the peasants largely escape. 

In order, therefore, to institute an effective income tax program, a 
prior condition would be the complete revision of the traditional fiscal 
system and the creation of a new psychology on the part of the tax- 
payer—a task of unenviable proportions. 

In view of these considerations, the announced efforts of the Rams- 
dier government to improve the tax-collecting system** appear to bea 
worthy objective, but perhaps difficult to achieve. 


F. The Schuman Program 


The rising cost of living and political considerations led to the rapid 
spread of strikes all over France in October and November, 1947. I 
was in the midst of this situation that a new Cabinet headed by Schu: 
man took office in November. 


“ New York Times, December 17, 1947, p. 7. 

“The capital taxes imposed as described above are also an exception. The special direc! 
taxes imposed at the end of 1947 (described in the next section) constituted in effect 4 
forced loan rather than taxes proper. 

“® Ministére des Finances, op. cit., p. 396. 

“See the London Economist, October 18, 1947, p. 653. 
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While the Schuman government took immediate drastic steps to halt 
‘he wave of strikes and sabotage, at the same time it was forced to 
yncede the necessity of allowing increased wages. Although the de- 
mands of the General Confederation of Labor were not fulfilled, a cost- 
‘living bonus of 1500 francs a month and a 22 per cent increase in 
‘amily allowances were granted, effective November 24.*’ At the be- 
ginning of 1948, a general wage increase, set officially at about 25 per 
ent, was put into effect.** 

[he tie-up in production which the two-month strike wave caused, 
ind the increased wages which were granted as part of the govern- 
ment’s efforts to restore industrial peace intensified the problem of 
-ontrolling prices. The necessity for some kind of energetic action was 
inderlined by the report of the National “Balance Sheet” Commis- 
sion, which was established under the chairmanship of Jean Monnet 
to study and report on the condition of the economy. 

[he report of the Commission stated that in the year 1948 the excess 
f purchasing power in the economy over the volume of purchasable 
zoods would be at least 365 billion francs. The Commission recom- 
nended a heavy tax program and a redistribution of income in favor 
f Labor.*° 

It was with this background that the Schuman “austerity” program 
vas outlined before the National Assembly on December 19, 1947. The 
orincipal points contained in the program were the following: (a) the 
establishment of a “balance” between wages and prices over the forth- 
coming six months; (b) balancing of the budget through increased 
taxation and a forced loan.” 

As indicated above, the government was committed to a general in- 
Tease in wages in addition to the 1,500 franc cost-of-living bonus. It 
vas proposed now, however, that after wage readjustments were ef- 
ected, no further changes would be made before June, 1948. 

\t the same time, the rise in prices was to be checked through the 
anti-inflation tax-forced loan program. The latter provided for not 
only an increase in indirect taxes, but also special direct taxes to be 
evied on incomes of more than 750,000 francs, on business profits and 
on land holdings. These special direct taxes were designed to yield 150 
billion francs in 1948. 

In effect, however, these special direct taxes were to amount to a 
lorced loan, for those subject to the taxes were to have the option of 


w York Times, December 7, 1947, p. 1. 
“New York Times, January 1, 1948, p. 19. 
York Times, December 16, 1947, p. 14 


“Yew York Times, December 20, 1947, p. 2. 
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substituting for their tax liability subscription to a special bond isgye 
The bonds would have a maturity of ten years and carry three per cent 
interest. The proceeds of the special taxes or forced loan would be ear. 
marked largely for reconstruction purposes. 

The government’s proposals met with a storm of opposition from 
all the groups which would have been most affected. The peasants 
(traditionally nearly tax-free in practice) complained loudly agains 
the proposal to tax their land holdings; the professional and business 
groups similarly protested. 

The Assembly responded to these protests by amending the govern- 
ment bill to eliminate the tax on land holdings, reduce the burden on 
small tradesmen, and exempt a large group who had endured property 
losses during the war. Under the amended bill, estimated receipts were 
reduced from 150 billion francs to 100 billion francs. 

The government refused to accept the Assembly’s amended version 
of the original proposal and staked its existence on acceptance by the 
Assembly of a compromise. The compromise measure was estimated 
to yield 125 billion francs and was finally forced through the Assembly 
after votes of confidence were taken five different times on challenged 
sections. 

It is, perhaps, too early to assess the effectiveness of the Schuman 
program.* While the idea of a forced loan is a step forward from the 
point of view of technique, it is seriously to be doubted that the loan is 
large enough effectively to stem the tide of inflation. The estimated 
proceeds are only 125 billion francs for 1948 as compared to the “i- 
flationary gap” of 350 billion francs as estimated by the Balance Sheet 
Commission. It will be recalled that the Liberation loan floated soon 
after the re-establishment of a provisional government in France had 
yielded 164 billion francs and at a time when prices were much lower.” 
Moreover, the intention is apparently not to immobilize the proceeds 
of the forced loan, but rather to use them on reconstruction projects 


% New York Times, December 24, p. 1. 

“It was recognized to be futile to attempt to tax farm incomes because of inability t 
collect such a tax. 

“The program was completed on January 26, 1948, by devaluing the franc to 214 0 
the dollar, establishing a free exchange market for “hard” currencies and an “export” franc 
which would be the average of the official rate and the free-market rate. A few days later 
in order to obtain acceptance of its proposal to establish also a free gold market, the gover 
ment called in, and temporarily blocked, all 5,000 franc notes, totaling an estimated 350 
billion francs, or one-third the total note circulation. At the time of writing, no deciso 
had been taken as to the ultimate disposition of the blocked notes, although it had bee 
indicated that the government might retain one-third of them as a deflationary measur 
(See New York Times, January 26, 1948, p. 1; Feb, 1, sect. E, p. 4; Feb. 8, sect. E, p+ 


“ Cf. supra, Part IT, A. 
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III. Conclusion 


Inflation in France, the seeds of which were sown during the war 
and enemy occupation, has continued to increase since the liberation of 
the country. This has seriously hampered the recovery and recon- 
struction of the economy. The instability of prices and wages has 
proved to be an especially serious obstacle to the exercise of effective 
controls over the allocation of productive resources, thus largely 
vitiating the notable efforts of the Monnet Planning Commission to 
promote the re-equipment and modernization of industry and agri- 
culture. 

Recognition of the unfortunate consequences of the inflation in 
§ France has been present from the time of liberation, but drastic defla- 
tionary measures have been avoided. Reliance was placed at first upon 
traditional and conservative methods of meeting the problem, such as 
efforts to balance the state’s budget, savings campaigns (the Liberation 
loan), psychological shocks (the Blum experiment), etc. When these 
attempts failed to stop the upward spiral of prices and wages, more 
radical measures were adopted, such as the Schuman forced loan and 
blocking (temporarily) of 5,000-franc notes. 

But while the increasingly critical nature of the problem forced 
the adoption of more effective monetary techniques, France has so far 
been unwilling to apply these techniques with sufficient force to halt 
the inflation. 

Political instability has contributed to the absence of more severe 
monetary and fiscal policies, and the traditional weakness of the fiscal 
system has greatly limited the number of practical methods available. 

The historical lesson of the French experience is not only that infla- 
tion, even though not of the run-away species, may under certain condi- 
tions serve as a very serious impediment to economic recovery and re- 
habilitation, but also that remedies, to be effective, should be (a) ap- 
lied at the earliest date possible and (b) drastic enough to cut at the 
core of its causes. 

The economic (and social) history of France since its liberation 
would undoubtedly have been far different if in the early months fol- 
lowing liberation the proponents of a severe deflationary policy had 
won out. 
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POSTWAR BRAZILIAN ECONOMIC PROBLEMS 


By JoserH A. KersHaw* 


Recent economic events in Brazil, which is not atypical of Latip 
American economies as a whole, are interesting for a number of reasons. 
Not the least of these is the light they throw on some of the problems 
for which solutions must be found before the newly industrializing coun- 
tries can contribute to world economic stability through the Interna. 
tional Monetary Fund and the International Trade Organization. A 
number of writers have recently commented on some of those prob- 
lems,’ and they need further attention. The purpose of this paper is to 
examine the legacy of the war to the Brazilian economy and to outline 
those Brazilian economic problems which are domestic in part, but 
which also have an important bearing on her ability to assume a stable 
role in the world economy. 


I. The Impact of the War on the Economy of Brazil 


Like every economy in the world, that of Brazil after 1939 was 
dominated by the forces of war. International trade has long played a 
major part in Brazil’s economic life. Attention will be paid first, there- 
fore, to this segment of her economy. After an early period of uncer- 
tainty, when the loss of European markets and sources of supply was 
expected to have serious depressive effects, demand by the United 
States and other countries for Brazil’s products increased sharply and 
enough shipping space was found to make a good part of this demand 
effective. The value of exports fell somewhat in 1940 after seven suc- 
cessive years of growth, but the next year saw a resumption of the up- 
ward trend at an accelerated rate. At the same time, the value of 
imports, which in 1937 had exceeded exports and which had not changet 
much since that time, remained relatively stable after the outbreak of 
the war until 1943, when it also began to climb rapidly, though lagging 
well behind the value of exports.® 

The result of these phenomena was to ‘ncrease Brazil’s traditional 
favorable balance of trade very markedly. The export surplus for the 


logia 


* The author until recently visiting professor of economics at the Escola Livre de Sociolos 
e Politica de Sio Paulo, will shortly join the Douglas Aircraft Company, Project RAND 


See, for example, Kenyon E. Poole, “National Economic Policies and International 
Monetary Codéperation,” Am. Econ. Rev., Vol. XXXVI, No. 3 (June, 1947), p. 369. 


* Boletim do Ministério do Comercio, June, 1946, p. 171. 
* Ibid. 
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years 1931-40 had averaged about 533 million cruzeiros.* For the years 
1941-45 this average was about 2,600 million cruzeiros, or five times as 
creat, and in 1946 amounted to the colossal total of 5,214 million 
cruzeiros.© These figures, of course, include only merchandise exports 
and imports. Statistics on the balance of payments for Brazil are not 
available, but the most reliable estimates place Brazil’s current net non- 
merchandise financial obligations abroad at around 2,000 million cru- 
zeiros annually. 

‘he great increase in exports was a price rather than a volume phe- 
nomenon. While the value of Brazil’s exports between 1939 and 1946 
was increasing from 5,600 million cruzeiros to 18,240 million cruzeiros, 
the tonnage of goods exported actually declined from 4.2 million tons 

3.66 million tons, although the latter figure was substantially higher 
than the 2.66 million tons exported in 1942, the lowest export tonnage 
in the last ten years.® 

The rapidly increasing export surplus quite naturally had serious 
effects on the internal economy. Exporters presented far more foreign 
exchange to the Bank of Brazil’ than importers needed. The surplus 
was paid for by Brazilian currency placed in circulation by the bank 
through the exporters. As a consequence, a four-fold increase in money 
in circulation took place between 1939 and 1946, from 4.9 billion 
ruzeiros to 20.5 billion cruzeiros on December 31 of the respective 
years.° This currency served as a basis for a similar expansion of bank 
leposits, which rose from 12.5 billion cruzeiros to 48.8 billion cruzeiros 

the same period of time.*® 

Inflation was the natural accompaniment of these developments. 

st-of-living figures in Brazil are notoriously unreliable, and none 

t except for the two major cities of Rio de Janeiro and Sao Paulo. 
In the latter, which properly calls itself the industrial center of Latin 
\merica, the cost-of-living index for workers stood at 309.3 in January, 
1947 (1939 = 100).*° The greater severity of inflation in Brazil today 


‘Tuzeiro is presently valued at 5.44 cents. Federal Reserve Bulletin, January, 


f Brazil, Annual Report, 1946, p. 185. 


Bank of Brazil is not a true central bank, but it does handle all exchange transac- 
e government. 
f Brazil, Annual Report, 1946, p. 263. 
le Estatistica e Documentacdo Social de Prefeitura do Municipio de Sido 
s figure is probably low, since it includes an index for rent at 118.7, the official 
d rental figure. Because of lax enforcement and legal loopholes, plus an overwhelm- 
i for housing, few dwelling units are actually being rented at 118.7 per cent of 
ntal. The official cost-of-living index for Rio de Janeiro is somewhat below 
Paulo. 
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than in the United States apparently resulted from the facts that pric, 
control measures in Brazil were considerably less effective, fiscal policy 
was not oriented to the problem, and at the beginning of the war 
there were fewer unemployed factors of production in Brazil and hence 
relatively little slack in the economy. 

One other consequence of the impact of the war merits brief men. 
tion. For many years prior to the war the importance of the textile 
industry in the Brazilian economy had been increasing. Whereas Brazil 
had been for years a traditional importer of cotton textiles, the years 
immediately preceding the war saw this situation change and some ex. 
ports develop. By 1946, 25 per cent of the nation’s industrial labor wa; 
to be found in the cotton textile mills,” and by 1945 cotton textiles had 
become the third most important export by value, following coffee and 
raw cotton. 

This development posed a delicate problem for Brazil. The increase 
in the value of textile exports during the war was extremely great— 
from 68 million cruzeiros in 1940 to 1,400 million cruzeiros in 1945," 
But the total physical output during the same period rose only slightly 
—from 822 million meters to 1,041 million meters.’* The growth of 
textile exports thus took place at the expense of domestic consumption 
at a time when incomes and expenditures were increasing rapidly. The 
direction of exports also changed significantly. As late as 1944, 77.5 per 
cent were going to other South American countries, and an additional 
13.8 per cent to Africa. By 1946, these percentages had shifted to 38.8 
and 32.5 respectively, and Asia, which was an insignificant purchaser 
in 1944, was taking 18.8 per cent of the exports.** 

The future industrial development of Brazil and her position in 
international trade suggested the advisability of holding these markets 
if at all possible. At the same time, the price of clothing at home was 
nearly out of sight,’ and the people were clamoring for remedial action, 
particularly in view of the apparent outrageous profit rates prevalent.” 
On December 7, 1945, the government, having decided to attempt t 


soften prices by increasing supply, imposed an embargo on all textile j 


exports.’’ Under industry pressure, this prohibition was later relaxed 


“ “Textiles and Related Products,” Foreign Commerce Weekly (April 19, 1947), pp. 24-25 

Omar Mont’Alegre, “Tecidos: a Crise 1947,” O Observador Econémico e Finance 
(Agésto, 1947), pp. 37 and 39. 

* Ibid., p. 39. 

" Ibid., p. 45. 

*It stood at 446.5 in January, 1947 in Sado Paulo and was still rising. Divisio de 
Estatistica e Documentacio Social da Prefeitura do Municipio de Sao Paulo. 

Some examples of these rates in textiles are given in Mont’Alegre, op. cit., passim 

Diario Official, December 15, 1945. 
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and replaced by a requirement that export licenses would be issued in cer- 
tain cases. During 1946, exports of cotton piece goods fell by 41.8 per 
cent in quantity and 49.7 per cent in value from the peaks of 1945, but 
they fell only to fourth place in export value for the year,’* and increased 
steadily after the licensing arrangement replaced the export ban. 

Parenthetically, it may be remarked that the export ban was signally 
unsuccessful as a price control measure, the retail price of clothing 
having increased 37 points during its operation.’ Apparently this para- 
dox is accounted for by the policy of withholding of supplies imme- 
diately adopted by the industry, either in anticipation of, or as a means 
to force, an end to the ban. The development can be explained in large 
part by the fact that the original export ban was announced as tempo- 
rary, to last two months and to be renewed if circumstances warranted. 
The industry seems to have felt that the ban would not last long in any 
event, and acted accordingly. For the first six months of 1947, textile 
exports were again in third place, even under the licensing system, 
amounting to 738 million cruzeiros,*® which was about the rate of the 
peak year of 1945. Whether these foreign markets could be held was a 
major problem facing the industry and the nation. 


II. The Situation in 1947 


The days of lush profits and high prosperity created by the impact of 
the war are not yet at an end at the present writing, though a consid- 
erable amount of uncertainty injected itself into the situation for a 
time. During early 1947, the export surplus turned into a deficit, a 
“recession” developed in the textile industry, the Bank of Brazil was 
ccus so of restricting credit unduly, exchange control was instituted, 

nany quarters devaluation was confidently expected. Truly, the 
year was a fateful one. 

The most significant development in 1947 was undoubtedly the 
change of the export surplus into a deficit. It will be contended at a 
later point that the export surplus for an economy like Brazil’s serves 
the same purpose as the rate of investment in a more mature capitalist 
economy. If this is the case, most of Brazil’s problems may be said to 
stem from this new and sudden development. 

The year 1947 opened with the trade balance active enough in Janu- 

vy, but February saw a small deficit, the first since early in the war. 

n In March, exports increased again and the surplus stood at over a half 
billion cruzeiros for the month, a rate above the record reached in the 

ertrude E. Heare, “Brazil’s Economy in 1946 Held Generally to High Levels,” For- 
rce Guns 7, 1947), p. 7 
” The Economist (Aug. 9, 1947), p. 243. 
rnal do Comercio, aon 19, 1947. 
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year 1946.** With the expiration of the first quarter, however, the sityz. 
tion rapidly deteriorated, with great increases in imports bringing syb. 
stantial and continuing deficits, reaching more than a billion cruzeiro; 
in May.” These developments merit some explanation. 

In the first place, it is to be noted that the United States has assumed 
the position of major importance in Brazil’s foreign trade. In 1946, 
the United States purchased 42.2 per cent of the value of Brazil’s tota| 
exports and supplied 58.2 per cent of the value of her imports.” The 
following table shows in thousands of U.S. dollars the changes that haye 
occurred in the trade between the two countries:™ 


Brazil’s Exports Brazil’s Imports Brazil’s 
to United States from United States) Balance 


Period | 
| 


January-April, 1946 128,268 102,750 +25 ,518 
January-April, 1947 161 ,087 235 , 860 —74,773 
April, 1946 33,535 22,442 +11 ,093 
April, 1947 42 ,734 61,240 —18,506 


In April, 1947, it may be noted, the deficit with the United State 
amounted to approximately 40 per cent of the total commodity deficit, 

In the second place, the import surplus was a result of the growth of 
imports, not of a decline of exports. For the first seven months of 1947, 
Brazil’s exports were at a rate 23 per cent higher than in the previous 
year.” Exports of coffee and raw cotton, which between them account 
for about half the value of Brazil’s exports, remained at high levels. 
For the first six months of 1947, coffee exports amounted to 3.5 billion 
cruzeiros, as against 6.4 billions in all of 1946. The corresponding 
figures for raw cotton exports were 1.7 billion and 2.9 billion.” 

Thirdly, the increase in imports was general, all major classifications 
except live animals showing a rise during the first five months though 
at very different rates. The value of raw materials imported increased 
by 58 per cent in this period, manufactured goods by 109 per cent, and 
foodstuffs by 209 per cent.” 

The favorable balance of trade during the war years had, of course 


™ Revista Industrial de Séo Paulo, July, 1947, p. 59. 

* Ministerio da Fazenda. 

* Heare, G. E., op. cit. 

™* Foreign Commerce Weekly, July 19, 1947, pp. 8-9. 

* Service of Economic and Financial Statistics of the Ministerio da Fazenda. 

* Figures for 1946 are from the Bank of Brazil, Annual Report, 1946, p. 184; for 1% 
from Jornal do Comercio, August 19, 1947. 

™ Brazilian Business (published by the American Chamber of Commerce), July, 1° 
pp. 30-31. 
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enabled the government to build up considerable holdings of gold and 
foreign exchange. With these assets it might have been expected,that the 
nation could have withstood a trade deficit, even one of considerable 
oroportions. But on June 4, 1947, exchange control was instituted, and 
foreign exchange began to be rationed to importers in accordance with 
oriority schedules fixed by the government. 

Jt seems worth emphasizing what would have been considered ex- 


ports were far higher than they had ever been in its entire history, 
whose prices, national income, and economic activity were all at record 
levels, and whose most important foreign market and source of supply 
the United States) was also enjoying a record prosperity. These, of 
uurse, are the reverse of the conditions formerly associated with the 
} adoption of exchange control measures. Yet the country was faced with 
, situation which all but ruled out any alternative. 

Apparently the situation was as follows.** A gradual decline in gold 
and foreign exchange holdings had brought the total to about $673 
million (U.S.) by March 31, 1947, $29 million having been lost in 
March alone. Of the total holdings on that date, gold accounted for 
$354 million, and sterling for $262 million. The remainder was in 
jollars*® and in European currencies. But of the total, the sterling was 
blocked by the British; by agreement with France no withdrawals by 
conversion would be made by Brazil until the balance held there ex- 
ceeded $44.3 million (which in effect sterilized this amount); and an 
undisclosed sum was similarly “blocked” by agreement with Belgium. 
Finally, $275 million were required by Brazilian law to be held as a 
reserve against the domestic currency.” 

These conditions attached to foreign exchange holdings may be 
summed up as follows (in U.S. dollars): 

Holdings as of March 31, 1947 .«+++«++$673,000,000 
Deduct: Sterling frozen in United Kingdom . 262,000,000 


411,000,000 


[t is extremely difficult to obtain authoritative and definitive information on foreign- 


lange holding: 


[he Federal Reserve Bulletin for October, 1947, pp. 1324 and 1326, showed that 
-term debts to Brazil in American banks (i.e. Brazil’s assets in the United States, ex- 
fell from $256 million on August 31, 1946 to $96.7 million on May 31, 1947. At 
», short-term debts of Brazil held by American banks (i.e., Brazil’s liabilities) 
ween the same dates from $41.3 million to $150.2 million. In other words, on 
1946, Brazil had net assets of $215.7 million, whereas by May 31, 1947 the 

ad changed to net liabilities of $53.5 million. 
he figures in this paragraph are taken from an article by C. F. Carson and Joseph J 
Latin-American Exchange and Import-Control Developments,” Forezgn Com- 

July 12, 1947), pp. 4-5. 
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Deduct: Reserves in France (?) 44,300,000 


366,700,000 
Deduct: Domestic currency backing 275,000,000 


Deduct: Unknown reserves in Belgium 
Maximum foreign liquid assets 


By August, the Economist reported that “. . . there is a good reason to 
believe that Brazil remains with only some $25 million in New York,” 
which was about one-third the deficit with the United States during the 
first four months of 1947. 

The suddenness with which this deficit situation developed was the 
result of the fact that the “fundamental disequilibrium,” existing be- 
cause of the disparity between prices in Brazil and elsewhere, had been 
protected by lack of production in other nations. A Brazilian economist 
has been quoted as saying “that the internal value of the cruzeiro has 
been depressed to perhaps half its value in terms of the dollar; and 
. .. that this internal devaluation is only prevented from exercising its 
full effect . . . by the continued production difficulties of foreign ex- 
porters.’*? When these impediments began to be removed, the situation 
described above developed rapidly. 

Another factor in the decision to institute exchange controls was the 
strong tendency for Brazilian profits and liquid assets, most of which 
are held by the wealthy groups, to be spent in foreign pleasure trips, 
expensive American automobiles, and luxury homes requiring imported 
materials. Such visible and invisible imports of course made less of the 
dwindling foreign exchange available for badly needed raw materials, 
foodstuffs and machinery.” 

With these developments came a number of uncertainties, which, 
however, did not appear to reflect fundamental economic disturb- 
ances.** Raw cotton prices in Sao Paulo turned downward in April 
and May, but the August average price, while still below the peak in 
March, was above January.** Bank loans and deposits levelled off after 
the first of the year, but there were no signs of drastic withdrawals ot 


™ “Brazil in Transition,” The Economist (Aug. 9, 1947), p. 245. The figure is in exces 
of currency backing. 

Ibid. 

* The failure of Brazil to declare its initial par value to the International Monetary 
Fund probably also reduced capital imports and encouraged capital exports. 

* On June 30, a run took place on a medium-sized bank in Sio Paulo and a number o 
other banks suffered heavy withdrawals in the succeeding few days. But the banks suc 
cessfully withstood this development and there have been no recurrences. 

* Bolsa de Mercadorias de Sao Paulo. 
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restriction of credit, in spite of the outcries of many business men who 
noticed that credit was no longer expanding without limit.** Coffee 
quotations and exports suffered momentary drops early in the year but 
both recovered quickly to good levels. 

The textile industry was apparently undergoing some genuine though 
minor readjustments. An unpublished study in the state of Sao Paulo 
where 42 per cent of the textile workers are employed shows that by 
June 30, 1947 employment was down 4 per cent from the first of the 
vear and from a year earlier. Manufacturers as well as retailers cited 
2 softening of textile prices, but the index showed the price of clothing 
at 461.9 in July as against 446.5 in January.** Cotton textile exports 
for the first six months of 1947 were at the 1945 record level.” No 
general crisis seemed to impend, particularly while coffee and raw 
cotton exports held to high levels. And the exchange control measures 
ended the threat of a depressive import surplus, even though they might 
bring offsetting disadvantages. 


III. The Immediate Problems 


Brazil’s two pressing problems are (1) to halt the inflation and (2) to 
adjust the value of the cruzeiro so that the competitive position of 
domestic industry will not be unduly impaired. These, of course, are in 


elect two facets of the same problem. With regard to the first, some 
progress was made during 1947. The increase in the cost of living was 
halted and a slight decline took place during the summer months, al- 
though the trend turned upward at a slow rate in October. The govern- 
ment appeared to be making a serious and successful effort to balance 
its budget.** The Bank of Brazil, under government direction, reduced 
slightly the amount of money in circulation (the cessation of the rise 
was the significant thing). And the banking system was following the 
lead of the Bank of Brazil in strengthening credit terms so that loans 
stopped their headlong advance and were tapering off slightly. The gov- 
® cament was also making an effort to strengthen its price control pro- 
s gram, although industry opposition to this last measure was solid and 
vigorous. 

It seems clear that the cost of living will never again approach pre- 
“Bank loans stoud at 44.8 billion cruzeiros on May 31, 1947, as against 44.76 billions 
nuary and 40 billions in 1944. 


Divisio de Estatistica e Documentacao Social da Prefeitura do Municipio de Sido 
In April and May, a peak of 482.9 was reached. The base year is 1939. 
“Jornal do Comercio, August 19, 1947. 
_ Federal income last exceeded expenditures in 1927, and before that last in 1907. 
Ane excess f expenditures has apparently become a Brazilian institution. Instituto Brasileiro 
> Geografia e Estatistica, Amuario Estatistico do Brasil (1946), p. 457. In 1947 there was a 
excess of income. 
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war levels. The best that can be hoped for is a gradual decline as wy,. 


time profit margins are recognized as impermanent, as new machine & 


and techniques improve the poor (in many cases, primitive) productioy 
methods, and as the more inefficient firms are forced to exit. The proces; 
will be complicated by a high supply elasticity (in a downward dire. 
tion) which characterizes many enterprises and which stems from , 
business psychology quite different from that in the United State 
Many business men appear to regard a high profit rate almost as, 
prime cost. For example, “. . . a leading Brazilian textile manufacturer 
claims he would close any mills not showing 100 per cent profit. . . 
While this attitude is probably extreme, the closing of mills and reduc. 
tion in output was taking place to a small extent toward the close oj 
1947, while profit margins were held high. The displaced labor in gen. 
eral merely returned to the land from whence it came during the war 
or was absorbed in other industries, where prices were holding up; thus, 
no strong pressure group for lower prices and margins was created by 
the process. 

The problem of adjusting the value of the cruzeiro is likewise not 
simple. That it is overvalued in relation to the dollar there can be no 
doubt.** Yet a substantial part of Brazil’s food is imported* and the 
need for imported machinery on the best possible terms is acute if in- 
dustrialization is to continue. In addition, the country is almost com- 
pletely dependent on imports for such essential materials as petroleum, 
coal and steel products,** and for many durable consumer goods. De- 
valuation of the cruzeiro would of course raise the domestic price of 
these items, and it would be extremely dubious public policy to take 
step at present which would increase the upward pressure on prices of 
cost-of-living items. 

The problem of devaluation was further complicated by the fact that 
Brazil was apparently in the interesting situation where the relationship 


“ “Brazil in Transition.” The Economist (Aug. 9, 1947), p. 244. 

“Lloyd A. Metzler’s article, “Exchange Rates and the International Monetary Fund,’ 
in International Monetary Controls, Postwar Economic Studies No. 7, Federal Reserve 
System, 1947, makes an interesting purchasing power parity computation (p. 27) which ind- 
cates a “cost of living parity rate” of 3.87 cents per cruzeiro in November, 1946. Since tha! 
date the cost of living in the two countries has risen by about the same amount. In this writers 
opinion, however, this value is too high. It is based on a Brazilian cost-of-living index «i 
237.3 (presumably the Rio index) which is almost certainly too low (see footnote 10 
above). The writer would estimate the parity rate at about three cents. It should & 
unne essary to add that both Metzler and the writer are aware of the dangers of ust 
purchasing power parity as anything more than a very general indicator. 

“For example, almost all of Brazil’s wheat comes from outside. 

“Strenuous efforts are being made at present to find petroleum deposits and to utulz 
existing coal and iron resources, which are adequate in amount but which are found at gre! 
distance from one another. Brazilian coal, however, is of poor quality. 
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between the exchange rate and the import balance is what Lerner has 
called “perverse.’** That is, the sum of the elasticities of demand for 
7 imports and for exports is less than unity. Under these conditions, de- 
| valuation both reduces imports and stimulates exports by less than 
the extent of the devaluation. Devaluation, therefore, would make the 
balance-of-payments situation worse rather than better. “To correct 
such a situation [by manipulating the exchange rate] it is necessary 
to raise the value of the currency instead of lowering it.”*° It is difficult 
to conceive that this situation could persist for long, or that any serious 
thought would be given to currency appreciation. Nonetheless, the 
situation was certainly one where “Devaluation is a blunt and indis- 
criminate instrument and may often be less efficient than selective 
policies designed to plug the main leaks in the balance of payments, 
with a minimum impact on basic economic activities and on produc- 
tion and living costs.’’** 
= Apparently the wisest course will be to refrain from devaluation for 
the time being, using exchange control to protect the cruzeiro’s present 
value, and to continue and intensify measures intended to bring a de- 
cline in prices. Devaluation should come later when there appears to 
be a better distribution of goods in the internal market, and when prices 
and profit margins have been squeezed. This of course involves some risk 
of loss of foreign markets for manufactured items such as textiles but 


the domestic market has as yet scarcely been touched. There is develop- 
ing a recognition in Brazil that prices must be brought down if the new 
industries are to survive.‘ 


IV. The Ultimate Problems 


On the assumption that relatively satisfactory adjustments in the 
above matters can be made in the near future, and in particular that a 
new value of the cruzeiro is established to reflect a better relationship 
between internal and external price levels, there remain to be con- 
sidered the problems which Brazil will then face. Specifically, the ques- 
tion whether Brazil (and other industrializing economies) will be able 
to fill her commitments to the several international economic and 
§ ‘nancial organizations deserves attention. There can be no question of 
her sincere desire to do so, since she has so much to gain both from 


“Lerner, A. P., The Economics of Control, (New York, 1946), p. 378. 
“ Ibid., p. 379. Italics in original. 
“Robert Triffin, “National Central Banking and the International Economy,” in 


International Monetary Controls, Postwar Econ. Stud. No. 7. (Federal Reserve System, 
47), p. 78. 


“Ch, for example, Omar Mont’Alegre, “Tecidos: A Crise 1947,” O Observador Econémico 
¢ Financeiro (Agésto, 1947), p. 33. 
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expanding international trade and from stable international financj,} 
conditions. But relatively stable exchange rates and the avoidance 
of competitive exchange depreciation will be a political and economic 
possibility only so long as the welfare of the Brazilian people is no 
sacrificed in their name. 

Brazil is still a backward nation industrially. Much has been written 
recently which tends to give the impression that a substantial segment 
of the area of the nation is industrial; and it is indeed true that remark. 
able strides have been made. Yet, with a nation of 45 million souls and, 
land area greater than the United States there is no heavy industry, 
paved roads are almost unknown, and outside the few large cities the 
life is almost primitive. The major coffee port of Santos is not con- 
nected with Rio de Janeiro by direct rail (nor by road) though they 
are less than 300 miles apart, and the great northern areas are a differ. 
ent country, except politically. Cotton textiles is the major industry, 
yet in 1945 there were only 2.68 million spindles in Brazil, not much 
more than half the number in Italy or in China, and a quarter the 
number in Japan.** 

The problems of such an economy differ markedly in a number of 
respects from those of the more fully developed economies. For one 
thing, it is almost impossible for the government to pursue a fiscal 
policy. There are no organized money markets, the credit of the govern. 
ment is poor, and the banking structure is diffuse and diverse. In addi. 
tion, domestic investment goes by tradition into land, which is viewed 
as having much prestige value, so that private savings do not flow into 
government securities.** 

Probably most important of all, the role performed by investment in 
advanced countries is performed in Brazil by the export surplus. This, 
together with capital movements into and out of the country, dominates 
the domestic economy. An export surplus” generates economic activity; 
an import surplus is depressive. Two things are extremely significant in 
this connection. First, Brazil’s assets in the balance of payments are 
subject to much greater fluctuations than her liabilities. The latter art 
for the most part made up of (1) obligations abroad which do no 
vary except in the comparatively long run as the debt is increased ot 
paid off, (2) essential shipping and other services, and (3) food stuils, 
raw material and machinery imports which are badly needed. Het 
assets, on the other hand, consist mainly of exports of raw materials 


* George Wythe, Industry in Latin America, p. 16. (New York, 1945). There were only 4+ 
million spindles in all of Latin America. 

“ These phenomena are well treated by Robert Triffin in Chapter IV of Seymour Harms 
(ed.), Economic Problems of Latin America (New York, 1944). 


® Over and above fixed obligations abroad. 
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whose supply is very inelastic and whose price, therefore, is subject to 
sreat variations. 

The second fact of significance about this situation is that it is 
beyond the control of the Brazilian government. The important thing 
‘o the Brazilian economy is the level of incomes in the United States 
and other countries, rather than any domestic government policy. If 
world incomes decline, Brazilian exports (by value) will also decline 


and no action of the Brazilian people or government can remedy the 


§ situation. It can almost be said that Brazil will be prosperous in spite 
= of anything she does if world incomes are high, and that if they decline, 


she is powerless.” In the latter case, of course, it is possible for the 


S country to adopt the purely defensive measure of exchange control, 


and Latin American countries have traditionally done so. But such 
action does not have remedial effects. 

The interest of countries such as Brazil, with respect to international 
economic arrangements, rests more with the maintenance of high in- 
comes throughout the world, therefore, than with the stability in ex- 
change rates. Once the postwar adjustments have been made, the matter 
f exchange stability will take care of itself as long as buying power, 
particularly in the United States, is maintained. This point is con- 
tinually made, for example, in the discussions on the draft-charter of 
the International Trade Organization. “. . . most important of all, we 

believe that only by developing the effective demand in the world 
an we expand the volume of international trade. The last is the one 
factor that obviously interests Brazil most.”*? 

[t seems fair to conclude, in the light of the foregoing considerations, 
that the international financial organizations can and will contribute 

exchange and trade stability of countries such as Brazil only if they 
in contribute to the maintenance of high incomes throughout the 
world. Success in this achievement will bring exchange stability with- 

t exchange control as a painless by-product; failure will reduce to 
scraps of paper the sincerest of pledges or lead to continual “funda- 
mental” disequilibria, in the language of the International Monetary 
Fund Agreement,** and successive “remedial” devaluations. This con- 
clusion is generally applicable to the stronger and more industrially 
developed economies as well. The difference lies in the fact that in 

intries like Brazil the government has far less effectiveness in com- 
batting the more powerful effects of the international trade winds. 


This point is treated at greater length in George Soule, David Efron, and Norman 
‘s, Latin America in the Future World (New York, 1945), Chap. VIII. 

Statement released at Geneva, reproduced in mimeographed Bulletin No. 14, June 10, 
\merican Chamber of Commerce of Sao Paulo, p. 10. 


"Article IV. 5-a. 
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V. Summary 

The war brought many problems to Brazil. It brought also a grea 
deal of industrial progress as traditional sources of supply were elinj. 
nated and as incomes and effective demand rose. Postwar adjustment 
are called for and are proving difficult to make. The cost of living j 
too high and the monetary unit is overvalued. Price control measure 
have been at best only partially effective. 

The year 1947 brought at least a beginning of necessary readijus. 
ments. The trend in the cost of living is tapering off and some price: the 
have softened. Nevertheless, there would appear to be no immediat: He “" 
prospect of a sharp deflation or break in industrial activity, in spite of Hi °°" 
some troubles in the textile industry. Real trouble will not come until o fe OY 
unless the staple exports—coffee and cotton—begin to suffer. Afte Eve 
some uncertainty in this area, the international markets for these items hav 
appear to be quite firm. valu 

The welfare of the nation is irrevocably bound up with continued the 
high incomes in the rest of the world, particularly the United States, ceed 
which is now both the largest seller to and buyer from Brazil. The eral 
Brazilian balance of payments is all-important, the export surplus per. os 
forming the role customarily reserved to investment in more advancet . re" 
countries. Fiscal policy is inextricably tied to this factor, even th xt 
volume of money in circulation being generally a function of it. The Me 
Brazilian’s international interest, therefore, is in expanding trade a me 
high incomes; with a continuance of such a situation, exchange stability wre 
(following the initial adjustment) will follow as a matter of cours. P; 
Without it, exchange stability will be almost impossible to retain. Ini the | 
very real sense, the Brazilian has a personal interest in the adoption 0! ined 
wise and sound economic policies in Washington and London. ioe 
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COMMODITY CURRENCY AND COMMODITY STORAGE 
By C. D. CatsoyAs* 


I 


in the midst of such issues as the existence and nature of the soul, 
the foundations of the syllogism, and the critical principles of art, 
Aristotle paused to consider monetary theory. He provided a starting 
point for all seekers after the origin and nature of money and its value 
by expounding both a nominalist and a commodity theory of money.’ 
Ever since the time of Aristotle, writers, less eclectic and versatile, 
have attempted to explain the value of money in terms of their general 
value theory by treating money as an actual commodity and applying 
the principles of this theory. In this way, the classical economists suc- 
ceeded in integrating their theory of the value of money with their gen- 
eral theory of value. But later writers, supposedly freed from the 
trammels of the labor theory of value, found themselves in despair over 
their inability successfully to develop a single value theory, applicable 
both to money and commodities. In 1936, Lord Keynes’ announced 
the synthesis of the glaring dichotomy, and in 1938-42 Professor 
Marget adduced many examples of earlier syntheses, along with the 
disconcerting remark that synthesis in itself did not provide a useful 
accretion to the organon of economic science.* 

Professor Ellis’s exhaustive survey of the metaphysics of money in 
the German literature shows clearly that the nominalist theories of 
money are more useful in studying the nature and value of money in a 
modern economy. More precisely, any discussion of the nature and 
value of money in terms of a commodity theory will be vitiated when, 
in fact, the money of a given economic system is not a commodity. 
Perhaps “the ancient and futile dispute regarding the ‘commodity’ 
character of money”* may come into fashion again if the proposals 
of several professional economists and other people concerning mone- 
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*The writer, an instructor in economics at Yale University, acknowledges indebtedness 
‘o Protessor Howard S. Ellis for a critical reading of this paper. 

‘HL. S. Ellis, German Monetary Theory, 1905-1933 (Cambridge, Mass., 1934), p. 7. 

‘The General Theory of Employment, Interest, and Money (London, 1936), chap. 21. 

‘A. W. Marget, Theory of Prices, Vol. II (New York, 1942), pp. 3-133. Cf. Ellis, 
0p. cit, p. 119: “The chartalists and nominalists have succeeded in showing that the 
ea of money is categorically distinct from that of commodities, and that the nature 
. 's value is purely relative in contrast to commodity values. It would not be surprising 
the manner in which this value is determined should prove unique.” 
*Marget. op. cit., II, p. 12, footnote. 


eat 
nt 
re 
Ust: 
ices 
liate 
il or 

fter 

ems 

ates 

The 

pe 
nced 

the 

The 
| 


342 THE AMERICAN ECONOMIC REVIEW 


tary reform are ever adopted. A consideration of those commodity cur. rai 
rency proposals, associated with the names of Messrs. F. D. Graham mai 
and Benjamin Graham, is the purpose of this paper. Before discussing Re: 
those proposals, it will be useful to give a sketch of the operation of a con 
commodity money system. 
According to Lord Keynes,° “Commodity Money is composed oj 
actual units of a particular freely obtainable, non-monopolised com- 1 
modity (or of warehouse warrants for actually existing units of the the 
commodity, e.g., United States gold certificates) which happens to have spec 
been chosen for the familiar purposes of money, but the supply of whi 
which is governed—like that of any other commodity—by scarcity and sele 
cost of production.” Lord Keynes does not carry the analysis of con- excl 
modity money much further than to say: “Managed Money is, ina sum 
sense, the most generalized form of Money—which may be considered the « 
to degenerate into Commodity Money . . . when the managing authority nati 
holds against it a hundred per cent of the objective standard, so that com 
it is in effect a warehouse warrant.’”* intel 
Lord Keynes’s definition of commodity money can be expanded the | 
further. The money commodity may be compared to the numeraire’ of theit 
the Walrasian general equilibrium system, which has all the charac- coul 
teristics of a commodity, but is also used as the unit of account. The of $. 
money commodity is distinguished from other commodities by the fact Trea 
that it has one peculiar demand—its use as money. The distinction tenti 
between the commodity as money and the commodity as a good is as serve 
follows. As long as the money commodity is held for its purchasing the t 
power, it may be considered as money; if it is held for its utility, i, lowet 
for consumption (or industrial) purposes, it may be considered a con- Initiz 
modity. The money, therefore, has “validity”—valuableness and cir- posit 
culation at par.’ The production of the money commodity will be in- Th 
creased in so far as its cost of production is lower than the nomina rise i 
value of its use as money, which means, in other words, that it is mort the ii 
advantageous to produce the money commodity directly and to use its when 
purchasing power than to produce other commodities and to use thet Hp Prese 
exchange value through the mediation of the money commodity. The HM "8 t! 
In ter 
* Treatise on Money, Vol. I (London, 1930), p. 7. cumul 
* Ibid., p. 8. upon, 
"Cf. A. W. Marget, “The Monetary Aspects of the Walrasian System,” Jour. Pol. Econ would 
(April, 1935), pp. 172-85. have { 
*Cf. Ellis, op. cit., p. 105: “Goods and money are not the same thing; the dichotom) : 
arises from the measure of value. The practical significance of this bit of metaphysis TeSrV 
lies in its affording an objective criterion for separating the universe of valuable things infinit 
into those belonging to the left and right members of the equation of exchange: to “ 
monetary side belong those objects circulating at a par or nominal value, to the latte Stor 
those with prices. Without this criterion the theory of money cannot begin.” ” Wor 


i 
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traditional gold standard of textbooks on international trade approxi- 
mates a commodity money system. The English currency during the 
Restriction of the Napoleonic Wars is an example of a money without 
commodity characteristics. 


II 


The commodity-currency proposals of Messrs. Graham differ from 
the gold standard in that their monetary unit is not equated to a 
specified quantity of a single commodity, but to a series of raw materials 
which form a composite unit. In his earlier book, Mr. B. Graham 
selects twenty-three commodities, which are dealt in on the commodity 
exchanges and are suitable for storing, using the production or con- 
sumption figure, whichever is larger, for weighting the commodities in 
the composite unit.’ In his second book, concerned chiefly with an inter- 
national authority which deals in composite units, he chooses fifteen 
commodities, important for their place in world production and in 
international trade.*® In obtaining a composite unit with a value of $1, 
the quantities of the various commodities used in the unit as well as 
their base prices can be varied. If the quantities of the commodities 
could be purchased on the commodity exchanges at an aggregate price 
of $.95, then it would be profitable to tender warehouse receipts to the 
Treasury and obtain dollars for them. Since the plan includes the re- 
tention by the Treasury of permanent stockpiles, as, e.g., military re- 
serves, the aggregate value of the unit in terms of prices prevailing at 
the time the plan is put into effect would have to be fixed at a level 
lower than the price which the Treasury will pay for a composite unit. 
Initially, therefore, specialists would buy the commodities in the com- 
posite unit and realize a profit by selling them to the Treasury. 

The increased demand for the commodities, however, would cause a 
rise in their market prices, varying with the elasticities of supply, and 
the influx of composite units into the Treasury reserve would end 
when the aggregate market price reached $1. A problem immediately 
presents itself. How low will the aggregate value (obtained by vary- 
ing the quantities of the commodities included in the composite unit) 
in terms of prevailing prices have to be in order to ensure the ac- 
cumulation of a suitable reserve? If a suitable reserve could be agreed 
upon, a knowledge of the elasticities of supply of the commodities 
would provide an approximation to the aggregate price which would 
iave to be fixed. The lower the aggregate price, the greater will be the 
reserve. If the elasticities of supply of the various commodities are 
infinite, a suitable reserve will be established by fixing the price at a 


‘Storage and Stability (New York, 1937), pp. 51-55. 
" World Commodities and World Currency (New York, 1944), pp. 43-45. 
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fraction below $1. When the reserve had been obtained, the quantitie; 
of commodities would have to be increased so that the aggregate value 
of the composite unit would be raised to $1. This situation, beside; 
being unrealistic, does not require a plan, since the prices would ip. 
evitably be stable on the basis of the elasticity assumption. On the 
assumption of infinitely inelastic supplies, on the other hand, any 
additional demand provided by the Treasury in order to establish 
reserves would lead to a rise in prices and would necessitate a reduc. 
tion of the quantities of commodities in the composite unit if the 
desired reserves were to be obtained. Therefore, as the supply condi. 
tions approach infinite elasticity, the gain to the raw-material pro. 
ducers will tend to diminish in the initial operations of the Treasury 
while it accumulates a reserve. But, since the relative quantities of the 
commodities in the composite unit are fixed, those producers whos 
supply is less elastic will gain the most. Moreover, those material 
which are quantitatively greatest in the composite unit will be favored, 
because the demand for them will be greater in order to make up ; 
complete unit. 

The aggregate value of the composite unit in equilibrium, when the 
Treasury is neither acquiring nor disbursing composite units, wil 
equal $1. The relative prices of the commodities, however, will be free 
to fluctuate and in so far as prices fluctuate by exactly equal amounts 
in opposite directions, there will be no operations with the Treasury. 
It is claimed that fluctuations will be kept within narrow limits be 
cause, if the price of one commodity begins to rise, this will lead to 
a withdrawal of composite units from the Treasury, thus increasing 
the supply of the active commodity and exerting a downward pressure 
on its price. But at the same time other prices will be pressed dow 
because the supply of the other commodities will be simultaneously 
increased. Equilibrium will thus be restored by reducing the aggregate 
value of the commodities to $1, having allowed a slight rise in the 
price of one commodity, compensated by a slight fall in the prices oi 
other commodities. A price fall will be remedied by increases in tie 
Treasury reserve and a reduction in the supply on the markets. In this 
case the falling price of the commodity will be arrested and other price: 
will rise. 

This, then, is the simple mechanism proposed by the proponents 0! 3 
commodity reserve currency by which the price level of basic raw m* 
terials will be kept stable, without any deliberate curtailment of produc 
tion by the government, and the fluctuations of the cycle will be mit: 
gated by maintaining the purchasing power of the raw-materials pro 


ducers. 
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In connection with cyclical instability and the imbalance of agri- 
cultural production, the proponents of the plan draw an emphatic dis- 
tinction between the stabilization of raw-material prices by single 
commodities and by the commodities of their composite unit. Their 
argument, which has validity in present political circumstances, states 


' that individual raw-material producing interests would be too strong 


to allow stabilization of the price of their commodity without the adop- 
tion of restrictive policies to maintain excessive prices. The proponents, 
however, overplay their hand when they say that “operations in in- 


| dividual commodities either must be unsound and dangerous, or they 


must be part of a curtailment scheme.’ In stabilizing the price of 


| wheat, for example, the price need not for any ineluctable reason be 


set too high and, therefore, lead to difficulties. [f practical politics and 


| the actual chances of a plan’s being put into operation are a guide to 


its economic significance, the proposals examined here would be very 
much compromised. Furthermore, the proponents solve the problem of 


| the uneconomic subsidization of the submarginal producers by a drastic 
» assumption—that the commodity reserve currency proposal is accepted. 


For the proposal itself does not allow artificial price support beyond the 
initial period. The prices of all commodities in the unit would tend to 
rise during the time the Treasury was accumulating commodity re- 
serves. 

The decision as to the size of the reserve which it is desirable to 
create will influence the valuation of the composite unit, and this valua- 
tion will be decided in precisely the arbitrary way in which the prices 


| of individual commodities would be set, except that the same preci- 
; sion would be wanting, since individual commodity prices would still 


fluctuate. The lower the aggregate value of the composite unit, the 
higher will become the price level of the commodities included in the 
composite unit. Moreover, the producing interests would desire to set a 
low value on the composite unit in order to realize extraordinary profits 
when the price level was stabilized at a high level. If too low a value 
were fixed and stocks grew too large, the composite unit would have 
(arbitrarily) to be revalued by increasing the quantities of commodities. 


It must be said, however, that since the prices of individual commodities 
» ‘1 the composite unit are free to fluctuate, the submarginal producers 


will tend to be eliminated—unless, owing to political pressure, they are 
subsidized in some way. 


IV 
Both proponents of the plan make obeisance to the golden idol with 
" Ibid., p. 59. 
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the silver eyes. Mr. F. D. Graham states that “the pre-eminent virtue 
[of Mr. B. Graham’s proposals] lies in the fact that they are designed 
to establish a unique correlation between goods and money and t 
provide not only an unlimited demand for a wide variety of commodi- 
ties, of the same character as the unlimited demand for gold under the 
gold standard, but also for such stability in the price level as we haye 
never yet been able to attain.”** The analogy between the gold stand. 
ard and the composite unit standard is not correct, because the demand 
for any one good is not unlimited at a given price, since its price js 
free to fluctuate, unlike the price of gold. Moreover, the demand for the 
composite unit is not unlimited, because this would imply the w.- 
limited storage of commodities. Mr. B. Graham, in speaking of the 
connection of his proposals with monetary policy states: “The third 
area we invade is that of monetary policy—in particular, the establish- 
ment of a sound, adequate, and stable world currency. Here it is most 
important to build upon what we already have. To the fullest extent 
possible the monetary uses of gold should be conserved, and the 
limited currency values inherent in silver should not be rejected.” 
In another passage Mr. F. D. Graham says: “The sole reason for the 
exceptional behavior of the gold mining industry is the character oj 
its market. If a similar market were given to a much larger sector of 
industry, there can be little doubt that severe business depression: 
could, at most, be of very short duration.”** It is odd that Mr. F. D 
Graham would like to extend the privileges of the gold mining industry 
to other raw-material producing industries when supplies of useles 
gold, already sufficient for many decades’ industrial use, are still grov- 
ing. In a significant sense, the need for capital construction of variou 
*% Social Goals and Economic Institutions (Princeton, 1942), p. 94. Since this paper wa 
written, Professor F. D. Graham has presented a new plan of currency reform whit 
differs somewhat from his earlier commodity reserve currency plan. The essential idea, the 
monetization of products, remains the same. Cf. A. P. Lerner and F. D. Graham, Plannin 
and Paying for Full Employment (Princeton, 1946). Mr. B. Graham has not apparent) 
changed his proposals. Cf. “Money as Pure Commodity,” Am. Econ. Rev., Vol. XXXVI 
No. 2, Suppl. (May, 1947), pp. 304-17. 
See also: F. D. Graham, “The Creation of Employment,” The Economic Forum, Vol! 
(Spring, 1933), pp. 144-54; B. Graham, “Stabilized Reflation,” The Economic Forum 
Vol. I (Spring, 1933), pp. 186-93; B. Graham, “Storage and Stability—a Plan for Monetizin: 
the Commodity Surplus,” A Forum on Finance (1940), pp. 176-88; F. D. Graham, “Trans 
tion to a Commodity Reserve Currency,” Am. Econ. Rev. (Sept., 1941), pp. 520-25 
W. T. M. Beale, Jr., M. T. Kennedy, and W. J. Winn, “Commodity Reserve Currency A 
Critique,” Jour. Pol. Econ. (Aug., 1942), pp. 579-94; J. M. Keynes, “The Objective © 
International Price Stability,” Econ. Jour. (June-Sept., 1943), pp. 185-87; F. D. Grabax 
“Keynes v. Hayek on a Commodity Reserve Currency,” Econ. Jour. (Dec., 194+), Pi 
422-29; J. M. Keynes, “A Rejoinder to Professor Graham,” Econ. Jour. (Dec., 1944), | 


429-30; L. St. Clare Grondona, National Reserves for Safety and Stabilization (Lond 
1939). 


* World Commodities, p. viii. 
* Social Goals, p. 98. 
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types is at present almost unlimited. On the other hand, the unlimited 
production of many raw materials (or any one) is not desirable. The 
unlimited demand for gold at a high price for monetary purposes is an 
absurdity of the modern world, ranking next to the useless demand 
for monetary reserves in the form of silver. 

A purely psychological advantage, closely connected with the idea of 
the gold standard, is claimed for the new money. “A currency will be 
created essentially sounder than any we now have, because it will be 
backed by and convertible into tangible, basic goods that we use and 
need in their proper relative amounts.”*° This emphasis on the virtue 
of redeemability in a currency is echoed by Mr. F. D. Graham: “Thus 
the dollar would, in effect, be a warehouse certificate having all the 
desirable characteristics of a gold certificate and of gold-secured money 
~-solid backing, redeemability, limitation of issue.’’** In the writer’s 
opinion, the emphasis on this primarily psychological aspect of a cur- 
rency—its redeemability and solid backing—is misplaced. Although 
limitation on issue of notes and on the creation of demand deposits is 
important in determining the purchasing power of money, the extent 
to which a currency, including demand deposits, can be expanded be- 
fore the money loses “‘validity” is very large. The uselessness of these 
hard-money criteria is in fact shown by quoting from the proponents of 
the plan: “It is clear that Jevons had not developed in his mind the 
full implications of his own idea. He had not envisaged the apparatus 
by which actual convertibility between currency and commodities would 
be effected on a large scale through the operations of specialists [the 
arbitragers on the great commodity markets], which in turn would 
stabilize the value of currency in the hands of the ordinary holder 


| without any need for action on his part.”*” Here again, the man in the 


street accepts money as a means of exchange and values it for its pur- 
chasing power. Moreover, Mr. F. D. Graham’s statement that “anyone 
could withdraw commodity units from the Treasury at the fixed cur- 
rency value and sell the commodities on the market”** is not altogether 


Storage and Stability, p. 50. 
"Social Goals, p. 95. 


"World Commodities, p. 71. Apparently, one of the primary techniques of the “spe- 
ts’ would be the ability to sum the changing prices of the commodities in the com- 
Cf. J. M. Clark, “The Proposal for a Composite Commodity Currency,” 
n Economic Essays in Honor of Gustav Cassel (London, 1933), p. 85, where several types 
{ broker are advocated. Cf. also F. A. Hayek, “A Commodity Reserve Currency,” Econ. 
ur. (June-Sept., 1943), p. 183, where specialists familiar with futures are required. In 
the initial operation of the plan the government would be supplying gratuitous profits 
‘o the “specialists” in the difference between the actual price of the composite unit and its 
nominal price, by either taxation or credit creation or borrowing. If the “specialists” were 
government officials, the “profits” would remain in government hands. Cf. A. P. Lerner’s 

neept of “counterspeculation” in Economics of Coatrol. 

Social Goals, p. 96. 
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correct, since only “specialists” with substantial capital could engage 
in the operation. A rough analogy may be drawn between this aspect of 
the plan and Ricardo’s special type of gold standard in which the bul. 
lion was kept in the form of gold bars.*® 


V 


A basic feature of the plan is the emphasis upon storage of basic 
commodities. Therefore, an analysis of the reasons for storing com- 
modities will bring to light some of the implications of the plan. First, on 
the assumption that an economy is operating at full employment, the 
only economic purposes for storing commodities are to provide working 
stocks and to iron out the instabilities of supply owing to the effects of 
drought, flood, etc. Neither reason for storing involves a provision for 
supporting submarginal producers by buying and holding their output 
at exorbitant prices. Commodities such as tin, pig iron, copper, coal, and 
petroleum, and perhaps some agricultural commodities, would be 
stored in amounts necessary for working stocks, because their produc- 
tion does not depend significantly on fortuitous circumstances.” Sec- 
ondly, on the assumption of an economy subject to cyclical fluctuations, 
storage of commodities during the depression phase and consequent 
release during the prosperity phase could be advocated as a policy for 
ironing out the fluctuations. The amount of storage under the latter 
assumption would far outweigh that under the former assumption of a 
fully employed economy. Moreover, such an anti-cycle policy, if carried 
to its logical conclusion, would call for the storage of all storable con- 
modities and would be complicated in practice. 

The reasons adduced by the proponents for their advocacy of stock- 
piling can in most cases be subsumed under the reasons noted above. 
They maintain that raw-material stockpiles serve as a means of provid- 
ing for military preparedness, as a means of preventing “disruptive 
short-term swings in the price level of basic raw materials,” as a means 
of supply in times of crop failure, as the “essential preliminary step to 
an ever higher standard of living,” as “the most suitable backing for a 
sound and adequate currency,” as a means “for monetizing basic con- 
modities” in order to “put teeth in Say’s law,” as a “means of dealing 


* Because the proponents lay such emphasis upon solid backing, etc., it is mecessary 
in this footnote to present one or two more quotations containing their gilt-edged notions: 
“Commodity-unit currency is physical money. It belongs in the tradition and conforms to 
the discipline of the classic gold standard” (World Commodities, p. 97). “Assuming that 
the units are to qualify as monetary reserves, then the group of commodities should 
together supply a satisfactory basis or equivalent for currency” (Ibid., p. 72). 

” See Storage and Stability, p. 57, and World Commodities, p. 44, for lists of commodities 
making up the composite unit of which the above-noted commodities are a part. The 
plan provides for increasing the number of commodities in the unit. 
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' with the vexing problems of international trade balances and inter- 
' national debts,” as a means of carrying out social security legislation, 
exchange stability, “and—most important of all—a balanced expansion 
' of the world’s output and consumption of useful goods.”” 

> Some of these motives for using stockpiles are discussed elsewhere 
in this paper. Two points will be noted here. First, Mr. B. Graham, 
especially in his first book, dwelt upon the need to put his plan into 
operation in order to counteract crop failure. However, in his second 
' book, he says that “rare indeed is the occasion when the world cannot 
vet what it needs of any commodity out of current production and 
carry-over. In fact, it may be doubted if there has been any real world 
' shortage—apart from war demands and cartel manipulation—of an 
important commodity at any time in the past quarter century.”” It may 
be added that many years before the last quarter century, nations with 
' purchasing power and adequate communications had ceased to fear 
crop failure as a cause of famine. Second, one of the chief aims of the 
proponents’ plan is to provide stockpiles for military preparedness. 
However, unless the cycle were ruled out, there is reason to believe 
that a plethora of reserves would accumulate during depressions and 
that they would tend to be depleted during the prosperity period. Thus 
it would be impossible to maintain substantial stocks during the pros- 
» perity phase of the trade cycle unless tremendous vermicuiate pyramids 


' of raw materials were raised as momuments to commodity reserve cur- 
' rency. It is amazing that the government should have to go through 
all the rigmarole of the plan in order to build stockpiles of strategic, 
and not so strategic materials, which would fluctuate in magnitude 
| without relation to military requirements. 


VI 


A major problem will arise because of the different demand elastici- 
_ ties of the various commodities in the composite unit. It is clear that 
any sustained increase in the demand for a few commodities will cause 
corresponding reductions in the prices of commodities with relatively 
inelastic demands, because the rising prices of the former goods will 
bring about the redemption of notes and the consequent reduction of 
the prices of other commodities with relatively inelastic demand. In the 
initial operations of the plan, those producers whose products had 
relatively inelastic demands would make large gains. However, it is 
not desirable to balance off inordinate gains by establishing a tendency 
to wreck the markets of goods with inelastic demands. 

This issue is closely connected with what, in fact, may be expected 

* Storage and Stability, pp. v-x; World Commodities, pp. vii-x. 

"World Commodities, p. 64. 
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to occur under the composite unit system in an economy subject to 
cyclical fluctuations. Assume that the scheme is in operation and that 
optimum reserves have been accumulated by fixing the actual value of 
the commodities at the correct level with respect to the Treasury price. 
The largest accumulations of reserves would, of course, take place in 
periods of depression when commodity prices are being pressed down, 
During a depression those industrial raw materials along with agri. 
cultural raw materials, which are included in the composite unit, will 
suffer price declines, and the specialists will sell commodity units to the 
Treasury. These sales will prevent disastrous falls in the prices of all 
raw materials entering into the unit. However, continuing contraction of 
industrial production will lead to a continuing fall in the price of in. 
dustrial raw materials and to a rising tendency in the price of other 
materials. Agricultural raw materials suppliers whose commodities 
have inelastic demands will be in a paradise of rising or stable prices for 
their commodities and generally low prices for their industrial goods 
purchases. The wheat farmer will recognize the consummate wizardry 
of the new monetary magicians. Once the bottom of the cycle is reached, 
industrial production will begin to increase; and in the upswing of the 
cycle the demand for industrial raw materials will increase steadily 
and so will their prices. Now it will be profitable to redeem notes in 
order to take advantage of the higher prices for industrial raw m- 
terials. Because the industrial revival is being fed by the expectation of 
profits and by the creation of credit, the demand for those materials 
will continuously increase. It may also be expected that holders of the 
ill-fated raw materials, e.g., wheat, will see what is coming and sell 
heavily in order to avoid the almost inevitable losses, and their prices 
will be pressed down even further. 

Thus, in order to obtain those desired industrial raw materials the 
prices of which are rising, all the other commodities in the unit will be 
jointly supplied, and the prices of those commodities with relatively 
inelastic demands will fall. The grange fires will be re-lit, and the wheat 
farmers will in unison cry “parity”! 

Moreover, if a crop failure takes place, the price of the single crop 
will be stabilized at the expense of price fluctuations in all other com- 
modities in the unit. Under single-commodity buffer stock arrange: 
ments, there would be no tendency to cause unnecessary changes in the 
prices of commodities unaffected by the temporary conditions unde! 
which a given crop was produced in short supply, or in excess supply 


VII 


The plan in its barest outline, is actually a proposal to solve certait 
problems concerning raw-material production by means of multiple 
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commodity stabilization. It aims at eliminating private and govern- 
mental restriction on raw-material output, in order to expand the utiliza- 
tion of raw materials, and thus to raise the standard of living. The plan is 
also advanced as a method of reducing cyclical trade fluctuations. It is 
hardly necessary to say that the whole analysis of the plan is based 
upon a cycle theory which emphasizes raw-material production and 
the stabilization of the effective demand of raw-material producers. 
“Each addition to the store means a corresponding increase in the 
monetary resources of raw materials producers, and this benefit will 
not be concentrated on a small segment of activity as in the case of gold 
mining, but instead it will be widely distributed among millions of 
producers everywhere.”** Mr. F. D. Graham shares this rather asy- 
metrical concern for the raw-material producers when he says that the 
plan would eliminate “the paradox of ‘poverty in the midst of plenty’ 
by preventing destruction of the purchasing power of primary pro- 
ducers, and their employees, such as now occurs in depressions.’** 

The cycle theory of Mr. B. Graham is so important for his argument 
that it bears a rather full statement in his own words: “Various factors 
do, of course, make for variations in these prices [finished goods 
prices]. In scattered instances the moving cause may be the sudden 
decision or whim of one concern in a competitive field. Broad changes in 
the finished group of a short-term or cyclical character will occur only 
if induced by a substantial change in an important element of cost. In 
virtually every case such a change will occur first in the raw-materials 
factor. The more extended the analysis along these lines, the more con- 
clusive the proof that short-term instability in the finished-goods field 
is impossible without a preceding movement in raw materials. Con- 
sequently, an adequate degree of stability in primary goods is certain 
to be accompanied by sufficient stability in processed goods.”*” There- 
fore, the plan “guarantees unfailing purchasing power where it is most 
needed—among the countless producers of raw commodities’”** and 
“commodity symmetallism . . . will spread the coinage advantages over 
many more nations and millions more individual producers.’ 

In so far as the proponents’ stockpiles are a result of cyclical in- 
stability, they can be reduced by correcting the trade cycle by means 
of the fiscal and monetary policies on which economists are now in 
general agreement. The solution of the problem of the subsidization 
of the inefficient, submarginal raw-material producers lies neither in 

3 Ibid., p. 63. 

* Social Goals, p. 96. 

“World Commodities, pp. 77-78. 

* Ibid., p. 114. 

Ibid. p. 100. 
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destroying raw materials nor in hoarding raw materials in order to 
maintain their prices. The demand for industrial raw materials and for 
consumption raw materials can be stabilized if industrial activity can 
be stabilized. The most important contribution the United States can 
make to stabilizing raw-materials prices is to maintain a high level of 
employment. The storage principle will come into use in preventing wide 
swings in raw-material prices due to uncontrollable factors in the sup- 
ply situation of individual commodities and as an anti-cycle policy.” 
The reduction of excess capacity of raw-material producers which re- 
mains even under conditions of high level employment can then be 
carried out by shifting resources from the production of one output to 
another or compensating producers who are driven out of business. 

The proponents of the plan give the impression that, instead of con- 
sidering a highly industrialized economy like that of the United States, 
they are writing for an economy which does not know the industrial 
revolution. A glimpse may almost be caught of two Jevonsian figures, 
lurking in the shadows of the cornfield, shielding themselves from the 
effects of sunspots. 


* Cf. League of Nations, Economic Stability in the Post-War World, pp. 265-71. 
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AN INVENTORY OF PUBLIC CONSTRUCTION NEEDS 


By E. HOWENSTINE, JR.* 


One of the most persistent notions encountered in discussions of pub- 
lic construction stabilization and full employment policy is that there is 
an insufficiency of bona fide public needs to help sustain compensatory 


| public employment action on a large scale for any appreciable length of 


time. !n short, a retreat to “make work” is viewed by some as the only 
outcome of a compensatory employment policy in time of depression. 
The validity of this belief can be determined only by setting up reason- 
able standards of adequacy for all public facilities and then measuring 


the extent to which actual facilities fall short of reaching these stand- 
ards. 


Compiling an inventory of public construction needs is no simple 
task. To begin with, the establishment of standards for each facility in- 


' volves a high degree of subjective valuation. There is no common de- 


nominator for measuring all types of needs. Hence, there is no assurance 


' that the several types of improvements are equally needed. In the inter- 
| est of obtaining the maximum degree of uniformity and objectivity in 


establishing standards, therefore, the estimates contained in the present 
paper are based upon the experience and judgment of students who are 
intimately acquainted with their respective fields of specialization. Al- 
though these estimates are based on the best available data and judg- 
ment, they will be subject to continuous revision as population and 
standards change and as better information becomes available. All esti- 
mates are in terms of 1940 costs unless otherwise noted. 


Transportation Facilities 


Traffic density is used by the Public Roads Administration, state 
highway commissioners and city street departments as the primary 
standard in determining highway need. Probably the best available de- 
tailed estimate of the capital outlays needed on state highway systems 
comes from a questionnaire study of replies from the 48 state highway © 
‘epartments by the American Association of State Highway Officials in 
1943. That Association estimates that 74,900 miles need to be rebuilt 


*The author, economist in the Office of Historian, UNRRA, is indebted to John F. 
nmons, Maynard M. Hufschmidt and Robert W. Hartley in the preparation of this study. 
‘This analysis of highway needs has been reviewed by the Public Roads Administration 

considers it a reasonable estimate pending the results of a comprehensive study now 
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at an approximate cost of $2.6 billion; 46,700 miles widened at around 
$1.1 billion; 36,900 miles relocated at around $2.4 billion, and 30,00 


req 
bridges widened or rebuilt at $810 million, or a total of $7 billion. Ip oui 
addition, the National Interregional Highway Committee recommende( ( 
in 1944 a limited system of interregional highways, approximately only 
$886 million of which would be improvements not contemplated by the ent 
Highway Officials’ estimate.’ Finally, on the basis of estimates of Com. tior 
missioner MacDonald of the PRA there are about 126,000 miles oj side 
rural roads in the state highway system that ought to be improved: tha 
Assuming $10,000 as the average mileage cost for an intermediate type Hai 
of road, an expenditure of $1.2 billion would be involved, or a total of lion 
$9 billion, for bringing the state road system up to standard. aro 
The need for improvement on the nation’s county and local road 7 
system is largely in the form of surfacing for all-weather travel. On the Uni 
basis of Commissioner MacDonald’s estimate that approximately 4 pes 
per cent of the total rural road mileage ought to be improved fo gra 
year-round service, and, assuming an average financial outlay of $8,000 strt 
per mile, the total cost of bringing 726,000 miles of county and local fiel 
roads up to standard would be around $5.8 billion. sive 
The American Association of State Highway Officials estimates that aro 
needed expenditures on about 135,000 miles of town and city streets 
in incorporated places of 10,000 or more population total around $2.5 
billion.* Additional improvement of about 4,470 miles of urban streets at I 
an estimated cost of about $2.4 billion is involved in the proposed inter- tive 
regional highway system. Moreover, the capital outlay associated with chil 
interregional highway development is only about one-fourth of the cali 
expenditures that must be made to modernize completely all main con- yea 
necting city thoroughfares.° Allowing for a duplication of around $! sch 
billion between the estimated cost of modernization and the Highway diff 
Officials’ estimate for urban roads and streets, an outlay in the neighbor- mil 
hood of $9 billion is needed. These estimates do not include improve- rou 
ments on about 155,000 miles of streets and roads in municipalities 0! S3¢ 
less than 10,000 population, of which an estimated 45,000 miles require 2m 
improvements to bring them up to accepted standards. Assuming ai a 
n 
? Hearings before the House Comittee on Roads, Federal Aid for Postwar Highway ¢ On bit 
struction, 78th Cong., 2nd sess., 1944, p. 88; National Interregional Highway Committe, ; 
Interregional Highways, H. Doc. 379, 78th Cong., 2nd sess., 1944. cos! 
* Hearings before the House Committee on Roads, Federal Highway Act of 1940, 76 uni 
Cong., 3rd sess., 1940, pp. 198-200. Stil 
‘Hearings before the House Committee on Roads, Federal Aid for Postwar Highwo) for 


Construction, 76th Cong., 3rd sess., 1940, p. 88. 


‘Cf. H. E. Hilts, “Planning the Interregional System,” 20th Proceedings, Highwe) 
Research Board, 1940, p. 71. 
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,000 
1. In 


average cost of $20,000 per mile, an expenditure of $900 million is 
required in smaller municipalities, making a total of $12.4 billion re- 
quired on city and town streets. 


nded City service streets, the last segment of the highway system, include 
ately only those streets necessary to give access to dwellings, and are depend- 
r the ent on housing and population density. Assuming an average popula- 
‘om- tion density of 17 persons per gross acre of area, including land and 


sidewalks, service street construction costs would average a little more 


S of 

ved:' than $100 per capita or almost $350 per dwelling unit. Robert W. 
type Hartley and Eleanor Wolkind estimate that there are roughly 5.7 mil- 
al of lion dwelling units now in need of adequate service streets at a cost of 


around $2 billion. 


road The amount of airport development believed to be needed in the 
1 the United States today depends considerably on the degree of optimism or 
y 40 pessimism with which one regards the outlook for air traffic. The pro- 
| for gram encompassed by the federal airport aid program includes the con- 
000 struction of 3,050 new airports and the improvement of 1,625 existing 
local fields at a total cost of approximately $1 billion [in 1944 costs] exclu- 
sive of land and buildings. Subsequent revisions have raised that to 
that around $1.5 billion in 1940 costs.°® 
“T Educational Facilities 
ts at Ray L. Hamon of the U. S. Office of Education estimates conserva- 
ater: tively that an overall investment in plant and equipment of $500 per 
with child is necessary to bring elementary and secondary educational fa- 
the cilities up to reasonably adequate standards. As reported for the school 
con- year 1941-42 the total value of all public elementary and secondary 
i$! school plants was $7.8 billion or an average of $371 per pupil. The 
way difference between $500 and $371 is $129, which multiplied by 25 
bor- million students enrolled in primary and secondary schools gives in 
ove- round figures $3.2 billion in investment required to bring facilities to the 
ig of $500 average. To this amount should be added $500 per child for the 
uite 5 million children between the ages of 5 and 17 which were reported by 
y al the Bureau of Census as not being in public or private schools in 1940. 
m This gives a total need for elementary and secondary schools of $5.7 
ee billion. In addition, an estimated $2.5 billion of construction in 1947 


costs or $1.25 billion in 1940 costs is required to expand college and 
university plant facilities to take care of increased postwar enrollment. 
Still another $2.5 billion in investment is needed to provide equipment 
or the additional plant. Thus a total expenditure (exclusive of equip- 


‘ational Airport Plan, House Doc. 807, 78th Cong., 2nd sess., 1945; Civilian Aero- 
nautics Administration, The 1947 National Airport Plan, 1947. 


Bi 
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ment) of $6.95 is needed to bring the nation’s educational plant up to 
adequate standards.’ 

Fairly definite standards of library service and facilities have been 
formulated by the American Library Association. There are now 
35,000,000 people in our country who are without library service of any 
kind, and more than 2,000,000 Negroes live in political units which 
provide library service only to the white population.? The American 
Library Association has not yet made a quantitative study of the 
nation’s public library needs, but the National Resources Planning 
Board has estimated that a total investment of $400 million is required 
to bring library facilities up to adequate standards.” 


Health Facilities 


In accordance with the prescribed standards of the United States 
Public Health Service, there should be 4.5 general hospital beds per 
1000 population, 5 mental and nervous disease hospital beds per 1000 
population and 2 tuberculosis hospital beds per death annually from the 
disease. Detailed estimates of need for hospital facilities are now being 
made on a state-to-state basis with funds provided in the hospital con- 
struction grant-in-aid act passed by the 79th Congress. Pending com- 
pletion of these studies, the Health Service has estimated that 165,000 
new general hospital beds are needed to bring these facilities up to the 
4.5 bed per thousand people standard, and 66,000 beds are needed to 
replace obsolete hospital facilities, making a total of 231,000 genera! we 
hospital beds. At an average cost of $6,000 per bed, $1.4 billion are with 
required to provide these needed facilities.’* The conservative nature o/ 1 19 
the above figure is evident by the fact that the Commission on Hospital 
Care, using a somewhat different approach, estimated in October, 1946 
that 195,000 additional general hospital beds were needed.” 

Approximately 75,550 tuberculosis beds are needed, including 59,550 
addit‘onal beds and 16,000 replacement beds. At an average cost of 
$5,000 per bed, about $400 million of outlay is required. Adequate 


tion | 
with 
sewet 


"Ray L. Hamon, “Billions Needed for Postwar Schools,” The Nation’s Schools, March, 
1945, pp. 33-35, and Ernest V. Hollis and Associates, Plant Expansion Plans of Colleges 
Office of Education, February, 1948. 

* American Library Association, Postwar Standards of Public Libraries, 1943. 

* Eliza A. Gleason, The Southern Negro and the Public Library (University of Chicago 
Press, 1941), pp. 95-97. 

® National Resources Planning Board, National Resources Development, Pt. I, 1943 
p. 73. 

™ Hearings before Senate Committee on Education and Labor, Hospital and Constric- 
tion Act, 79th Cong., 1st sess., 1945, pp. 60-62. 

* Commission on Hospital Care, Hospital Care in the United States, 1946 (preliminary 
draft). 
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treatment of nervous and mental diseases requires an additional 115,556 
new beds and 97,000 beds for replacement of obsolete facilities. At an 
average cost of $3,000 per bed, the total cost of the 212,556 needed 
beds would be $600 million. 

In addition to regular hospital facilities of various kinds, a minimum 
of 2.700 health centers are needed to bring basic public health services 
within reach of all people who live outside of the metropolitan areas. At 
an average cost of $50,000 these facilities would involve an investment 
of $130 million. Total hospital and health center needs, therefore, 
aggregate $2.5 billion in 1943 costs or $2 billion in 1940 costs. 

On the basis of its well-recognized standards, the Public Health 
Service has also made an inventory of public water supply needs in the 
United States. Altogether, 4,863 communities need totally new systems 
at an estimated cost of $135 million and 6,455 communities require ex- 
tensions or improvements to existing systems amounting to around $380 
million or a total of little over $500 million. An additional $90 million 
is required to provide water-softening facilities to the estimated 20 mil- 
lion people now using water of excessive hardness. This estimate has 
been revised upward drastically by the Health Service as a result of a 
comprehensive survey carried out during 1946. On the basis of a 3,850 
community sample, it appears as if the total need is approximately 
$1.5 billion.” 

The United States Public Health Service believes further that every 
incorporated community of more than 200 people should be equipped 
with a complete sewer system and adequate sewage treatment. A study 
in 1944 showed that 7,718 communities of over 200 with a total popula- 
tion of 4.8 million needed new sewer systems and 5,553 communities 
with a total population of 10.7 million needed extensions to existing 
sewer systems. In addition, 2,804 communities needed new sewerage 
treatment plants in connection with existing sewer systems. Altogether 
an estimated $2.2 billion in 1942 costs will be required to meet these 
needs. As a result of a more detailed sample study in 1946, it appears 
that the total need is considerably larger than the earlier inventory 
showed. If the sample is fairly representative of the country as a whole, 
an outlay of $4.4 billion in 1946 prices or around $3 billion in 1940 
prices will be necessary to bring sewerage and water pollution abate- 
ment facilities up to reasonably adequate standards.’* Milk pasteuriza- 


“A W Streeter and Ray Raneri, National Inventory of Needs for Sanitation Facilities: 
I. Public Water Supply, Reprint No. 2535 from Public Health Reports, January 7, 1944; 
United States Public Health Service, Drinking Water Standards, 1946, Reprint No. 2097 
from Public Health Reports, March 15, 1946; Engineering News-Record, June 30, 1946, 


" National Inventory of Needs for Sanitation Facilities: 111. Sewerage and Water Pollu- 
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tion plants constitute another very minor segment of health constryp. 
tion needs [roughly $7 million in 1940 costs], but the degree of public 
interest therein is problematical.” 

Farm sanitation is a special phase of the health problem that js 
strongly affected with a public interest. The Public Health Service est. 
mates on the basis of 1940 Census data that 5.3 million new or in. 
proved water supplies are necessary for reasonably adequate rural 
living at an average cost of $50 each, or a total cost of around $265 mil. 
lion. The Public Health Service also estimates that 5.1 million ind. 
vidual home sewage-disposal facilities, representing either entirely ney 
or replacement construction, are needed at an average cost of $35, ora 
total expenditure of $178 million.** Possibly one-third of these farm 
sanitation needs among marginal farm families, or $150 million, might 
justifiably be financed under public work arrangements on private 
lands. 


Recreational Facilities 


Fairly definite standards for community and neighborhood indoor 
and outdoor recreation have been formulated by the Federal Security 
Agency and the National Recreation Association.** Unfortunately, data 
on existing recreational facilities throughout the country are too sketchy 
to permit a precise estimate of the nature and extent of plant and equip- 
ment now in use. Moreover, the concept of what constitutes recreational 
facilities varies so greatly over the country that even if data were avail- 
able, they would be subject to great internal inconsistencies. But it i 
possible to arrive at some overall estimate of the present need for con- 
munity and neighborhood, indoor and outdoor, recreational facilities 
There are 10,000 communities in the United States which are large 
enough to support a year-around directed recreational program through 
local funds. Excluding any combination of recreational facilities with 
school or church plant and equipment, as is now the trend in many 
cities, these 10,000 communities need an investment in the neighbor- 
hood of $4 billion. This does not include expendable equipment and the 
cost of land, nor does it cover commercialized facilities such as gol 
courses and summer camps. There are 6,000 other incorporated towns 
which require approximately $500 million for permanent plant and 


tion Abatement, Reprint No. 2566, Public Health Reports, July 7, 1944; Engineer 
News-Record, June 20, 1946, p. 3. 
* John Andrews and A. W. Fuchs, National Inventory of Needs for Sanitation Facilites. 
1]. Milk Pasteurization Facilities, Reprint No. 2540 from the Public Health Repor’s 
February 11, 1944. ; 
* C. H. Atkins, National Inventory of Needs for Sanitation Facilities: IV. Rural Sane 
tion, Reprint No. 2568 from Public Health Reports, July 28, 1944. 
"7. Lee Brown, Planning for Recreation Areas and Facilities in Small Towns and (i 
Federal Security Agency, 1945, pp. 1-6. 
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equipment, or a total of $4.5 billion for community and neighborhood 
facilities. 

In addition to metropolitan recreational facilities, a number of other 
large non-urban developments are needed to bring the nation up to 
reasonably adequate standards. State parks require an estimated addi- 
tional 4 million acres at an average cost of $500 per acre, or a total 
of $2 billion to bring them up to reasonably adequate standards. Sev- 
eral million additional acres are also needed to round out the national 
park system at approximately $2 billion plus $135 million for com- 
oleting existing developments. 

There are approximately 1,300 miles of parkways in various stages 
of completion throughout the nation. An estimated additional 10,000 
miles are needed to complete a comprehensive system of national park- 
ways, of which existing proposals include 4,000 miles. At an average 
cost of $150,000 per mile, the total cost of parkways would be about 
$1.5 billion. 

Adequate recreation facilities would justify the acquisition and de- 
velopment of about 10 per cent of the shore line along the Great Lakes, 
Gulf of Mexico, and Atlantic and Pacific Oceans. This would supply a 
a mile of coastline for each 120,000 people living within 100 miles of 
these shores at a cost of approximately $1.5 billion. The total cost of 
acquiring and developing non-urban recreational facilities would 
amount to $7.1 billion,** of which roughly $4 billion would be for land 
costs. Overall recreational construction needs in the nation, therefore, 
total approximately $7.5 billion. 


Regional Development 


The discussion of regional development will be confined to four major 
types of regional works: irrigation and power projects, flood control, 
river and harbor development, and miscellaneous developments. The 
Bureau of Reclamation has prepared an inventory of 415 irrigation and 
multiple purpose projects which it believes are practical at the present 
time. This proposed program would bring 10.8 million acres of new land 
into cultivation and provide supplemental water to 10.6 million more 
acres now in agricultural use but needing additional water. This pro- 
posed program would also supply 4.2 million kilowatts of electric power 
at a total cost of $4.8 billion.’® 


__ Estimates on park development based upon National Resources Planning Board 
Publi: Works and Rural Land Use (1942), Recreational Use of Land in the United 
States (1939), and unpublished materials of the National Resources Planning Board. 

¥ Hearings before the House Committee on Irrigation and Reclamation, Settlement of 
Returning Veterans on Farms and Reclamation Projects, Pt. 1, 79th Cong., 1st sess., 1945, 
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The Army Corps of Engineers has established fairly definite criterjg 
to guide its flood control program. Congress has made monetary ay. 
thorizations of $2.27 billion and total authorizations of approximately 
$4.5 billion. In addition, the Corps has recommended a li_t of projects 
to Congress and has many other surveys of projects in progress. Tota] 
authorizations constitute from one-fourth to three-fourths the volume 
of work that needs to be done to bring the country up to reasonably ade. 
quate standards. This means that there is a reservoir of flood control 
needs in the neighborhood of $7 billion in 1947 costs or roughly $3.5 
billion in 1940 costs.” 

The Army Corps of Engineers has also been charged with the chief 
responsibility for developing and maintaining the nation’s rivers and 
harbors. According to their six-year program, expenditures of roughly 
$2.3 billion will be necessary to complete projects now authorized. An- 
other $1.7 billion in projects have been recommended to Congress for 
authorization. In addition, there are projects under survey totaling at 
least $1 billion which will be necessary to complete before river and 
harbor facilities are brought up to what the Corps regards as reasonably 
adequate standards. This will involve a minimum outlay of $5 billion in 
1947 costs or $2.5 billion in 1940 costs.” 

In addition, there are other miscellaneous projects and programs 
involving waterway and power development which do not come under 
the regular jurisdiction of the Army Corps or Bureau of Reclamation. 
Probably the biggest single project is the Great Lakes-St. Lawrence 
development which has been under consideration for many years and 
is estimated to cost in the neighborhood of $400 or $500 million in 1946 
costs.** Lesser construction programs are contemplated by the South- 
western Power Administration, the Tennessee Valley Authority, the 
Bonneville Power Administration in the Pacific Northwest, and the In- 
ternational Boundary Commission along the American-Mexican border. 
Altogether miscellaneous waterway and power development will involve 


an outlay of at least $500 million in 1940 costs. witho 
these 

Other Public Buildings » to 

adequ 

There is a large, somewhat indeterminate, area of need for mis- HM, 10, 


cellaneous public buildings including post offices, county agricultural @ ..j., 


* Most of these estimates are to be found in Hearings Before the House Subcommtitee Da 
on Appropriations, War Department Civil Functions Bill, 1948, 80th Cong., 1st sess., May- » Pul 
July, 1947. 

Army Corps of Engineers, Schedule of Public Works Construction Program: A ppro- 
priation Title, Maintenance and Improvement of Existing River and Harbor Works, 194/. * 

ec 
™ Hearings before a Senate Subcommittee of the Committee on Foreign Relations mee 
Great Lakes-St. Lawrence Basin, 79th Cong., 2nd sess., 1946. ale 
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buildings, court houses, city halls, welfare institutions, armories, etc. 
Unfortunately, there are few reliable data available on the nature and 
scope of these needs. 

The standards for adequate post office service have been well defined 
through years of experience. No postal station is eligible for a federal 
building until its annual receipts reach $10,000. On September 28, 1945, 
the Public Buildings Administration submitted a list of about 4,020 
eligible federal building projects to Congress covering the most urgent 
needs and totaling almost $800 million in 1945 costs.”* No studies have 
heen made concerning the expenditures required to bring the nation’s 
post office plant up to adequate standards, but it is estimated to be at 
least three times the size of the minimum urgent needs. Two billion 
dollars in 1940 costs, therefore, appears to be a fair estimate of the 
nation’s post office needs. 

County agricultural buildings are badly needed in many rural com- 

munities. According to the Department of Agriculture’s Office of Plant 
and Operations, there is a reasonable need for a central building when 
three or more agricultural offices in the same town are without adequate 
housing. Of the nation’s 3,000 agricultural counties, an estimated 2,500 
have three or more agricultural offices with unsatisfactory housing. At 
an estimated average cost of $60,000 per building, a total cost of $150 
million would be involved. 
No measures are available concerning the need for county court 
houses, town halls, armories, welfare institutions, auditoriums and other 
public buildings, but some projection can be made on the basis of plan- 
ning data for the categories “other public buildings” and “miscellane- 
ous public facilities” collected by the Bureau of Community Facilities 
of the Federal Works Agency. By December 31, 1946, 841 applica- 
tions for planning advances had been received from state and local gov- 
ermments covering projects amounting to $547 million, and the Bureau 
iad recorded 2,615 other projects in the design or completed plans stage 
without federal assitance amounting to $3.7 billion.** Assuming that 
these projects in the planning or contemplated planning stage represent 
20 to 25 per cent of the public buildings required to meet reasonably 
adequate standards, an expenditure in the neighborhood of $15 billion 
in 1946 costs, or roughly $10 billion in 1940 costs, is needed for mis- 
cellaneous public buildings. 


_ Public Buildings Administration, Public Building Construction Projects Outside of the 
Di trict of Columbia, September 25, 1945, presented to House Committee on Public 
Buildings and Grounds relative to Hearings on H.R. 4276, 1945. Revisions in progress will 
raise the figure to well over $1 billion. 


“Federal Works Agency, Report on Plan Preparation of State and Local Public Works, 


Vecember, 1946, pp. 50, 64, 69. 
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Housing bility n 


Eleanor Wolkind of the National Housing Agency has made one of i "5" 
the most careful studies of the nation’s housing needs. Twelve and six. My 20S! 
tenths million new non-farm dwelling units will be needed during the Public. 
ten-year period 1946-55. Four and one-half million of these units wij] 
be needed at monthly rentals of less that $30 [1944 prices], which js 
generally considered to be the average cutoff point between that part of The 
the housing market which private investment will find it proSitable to MM postwai 
enter, and that part of the market in which it will be necessary for the MM and pu 
government to participate to insure new building. As the minimum sales HM |ies. TI 
price of a standard dwelling unit in 1944 prices was around $3,000, 45 MH $750 m 
million new non-farm houses would cost around $13.5 billion or $103 @& installa 
billion in 1940 prices.” five-yec 

This volume of housing will by no means be all public, for there are HM billion 
many imponderables in the future housing picture. But under present MM croup « 
circumstances it is reasonable to assume that roughly one-fifth of the MM ably wi 
$10.3 billion low-income housing need, or around $2 billion, represents HM Ten pe 
the minimum probable public investment that will be required to ob- 9% estimat 
tain adequate housing for the masses. The soundness of this assumption MM total ou 
is suggested by the fact that in 1945, local housing authorities sub- 9% great b 
mitted applications for three-year urban low-rent housing programs MM basis. 
alone totaling $1.9 billion.” 

Farm dwellings, in general, are decidedly inferior to those of urban 
families.** An analysis of 1940 Census farm housing data reveals that 
of over 7.1 million farm dwellings, 2.8 million are so small or so 
dilapidated that they require replacement, 2.1 million require repairs or 
enlargement, and only 2.2 million are considered adequate. 

The average cost of making the necessary improvements per house is 
estimated at $2,700 for replacement and $1,350 for repairs and addi- 
tions. The cost of meeting the above rural housing needs would be 
$7.5 billion for replacement and $2.8 billion for repairs, making a total 
of $10.3 billion. 

It is questionable just how much public participation will be required 
before the $10.3 billion rural housing need is met. In fact, there is seri- 
ous doubt whether any governmental subsidy at all is justified for rural 
housing per se. Assuming, however, that principles of equity and sound 
economy justify public participation in helping to bring rural housing 
up to standard, a reasonable estimate of the government’s respons 
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* Eleanor Wolkind, Housing Needs (National Housing Agency, 1944), pp. 3-6. 

*Testimony of Philip M. Klutznick, Hearings before Senate Committee on Banking * Testi 
and Currency, General Housing Act of 1945, 79th Cong., 1st sess., Pt. I, 1945, pp. 224-2/. =U. S. 

* See Interbureau Committee on Postwar Programs, The Farm Housing Problem, United and unpu 
State Department of Agriculture, 1945. * Leste: 
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bility might be 10 per cent of the total need, or about $1 billion. The 
-ynservative nature of this estimate is again suggested by the three-year 
yousing programs for low-rent rural housing submitted to the Federal 
Public Housing Authority in 1945.** 


Rural Electrification 


The Rural Electrification Administration has outlined a five-year 
oostwar program to be undertaken by private utilities, co-operatives, 
and public agencies to provide service to almost 3.7 million rural fami- 
lies, This will involve a total expenditure of $1.4 billion, consisting of 
$750 million for wiring of premises and about $700 million for plumbing 
installations. Servicing of the 1.7 million families not included in the 
five-year program will require an additional investment of around $2.5 
billion at an average cost of around $1,500 per family.*® This latter 
soup of families, however, represents the marginal fringe and prob- 
ably will never be serviced without some degree of public assistance. 
Ten per cent of cost, or $250 million, appears to be a conservative 
estimate of the needed public expenditure for rural electrification. A 
total outlay of $4 billion is therefore needed for rural electrification, the 
great bulk of which will be carried out on a private, self-liquidating 
basis. 

Territorial Construction 


Outside continental United States other large construction needs are 
to be found in the territories. Such needs, however, cannot be measured 
solely by the standards that have been set up for different types of con- 
struction in the states, for strategic factors are important criteria in 
many instances. The Division of Territories and Island Possessions 
in the Department of the Interior has as one of its long-range purposes 
the compilation of an inventory of public construction needs in all ter- 
ritories. In the meantime, fragmentary studies suggest the general mag- 
nitude of such needs. 

Alaska is the largest of the territories and contains many needs of a 
strategic nature. A Federal Works Agency study in 1946 revealed 
municipal and territorial construction needs totalling $36 million.*° An 
Interdepartmental Committee for the Development of Alaska was es- 
tablished in 1947 at the request of President Truman to prepare a 
comprehensive report on Alaskan developmental needs, exclusive of 
military works. Preliminary investigations indicate that total public 


mony of Philip M. Klutznick, op. cit., p. 235. 
S. Department of Agriculture, Rural Electrification after the War, 1945, pp. 2, 12 


ublished data of Rural Electrification Administration. 
"Lester M. Marx. Report on Public Works Needs—Alaska, Federal Works Agency, 1946. 
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construction needs in Alaska will run into the hundreds of millions 9; 
dollars.** 

The Panama Canal Zone has a large contemplated program. 0) 
December 1, 1947, President Truman transmitted a Report to Congres; 
calling for a $2.5 billion outlay to convert the present locks system ty 
a sea-level canal.** 

Public construction in the Virgin Islands is now proceeding under 
Public Law 510 (78th Congress) enacted in December 20, 1944 
authorizing a program of roughly $10 million. Half of the progran 
had been contemplated at the end of 1947. Although public facilitie; 
in the Islands are still far below those in the states, it is doubtful if the 
economy of the Islands justifies a greatly enlarged program, particu. 
larly in view of the fact that some movement of population out of the 
Islands may be desirable on economic grounds. 

Puerto Rico has no federally financed public construction program, 
since Puerto Rican revenues, bolstered by the U. S. rum tax which is 
returned to the local government, are adequate to finance such activi- 
ties. Although Puerto Rico is faced with a population problem greater 
than that of the Virgin Islands, some conception of the magnitude o/ 
Puerto Rican needs is suggested by the $51 million six-year program 
and the $218 million post-six-year program which the Puerto Rican 
government has compiled.** 

No studies of Hawaiian public construction needs are available but 
moderately ambitious programs are contemplated in the Islands. The 
Pacific Islands constitute another potentially large investment in pub- 
lic construction for military purposes. S. 1675 (80th Congress) lists 
$100 million of proposed Navy projects for Guam, S. 1676 (80th 
Congress) proposes $18 million for Army facilities in the Marianas, 
but ultimate military construction outlays in the Pacific Islands are 
secret and dependent to a large degree on the course of international 
politics. Altogether, the above survey of territorial needs indicates that 
potential public construction runs into the billions of dollars. 


Conclusions 


This study is by no means an exhaustive inventory of all public needs 
but it does cover the major categories of public construction. Altogether 


" The Interdepartmental Committee presented its first report to the President in early 
1948, outlining the nature of the problems involved but withholding a detailed analysis 0! 
construction needs for further study. 


* Report of the Governor of the Panama Canal Under Public Law 280, 79th Congress, 


ist Session, 1947. 
* Puerto Rico Planning, Urbanizing and Zoning Board, Fourth Six-Year Financial Pro- 
gram for Fiscal Years 1947-48 to 1952-53, 1947, p. 22. 
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TABLE I.—INVENTORY OF PuBLIC CONSTRUCTION NEEDS 
(1940 Costs) 


Dollar Volume 


Type 


(billions) 


4. Transportation 


nder 1. Street and highways 30.2 
944 a. state highway system 9.0 
_ b. county and local roads 5.8 | 
ram c. city and town streets 12.4 
lities d. city service streets 2.0 
i the 2. Airport development 1.0 | 
ticu- 
the RB. Educational Facilities 7.35 
1. Elementary and secondary | 5.7 
2. Colleges and universities 1.25 
ram, 3. Public libraries 4 
C. Health Facilities 6.25 
Uvl- 1. Hospitals and health centers 2.0 | 
ater 2. Water supply systems 3 | 
e of 3. Sewerage and water pollution abatement facilities 3.0 
4. Farm sanitation 
Tam 5. Milk pasteurization plants — 
ican | 
D. Recreational Facilities 
- 1, Community and neighborhood 4.5 
Dut 2. Non-urban (exclusive of land costs) 3.0 
The 
ub- E Regional Development 11.3 
1. Irrigation 4.8 
ists 2. Flood control 3.5 
0th 3. Rivers and harbors 2.5 
125 4. Miscellaneous developments 5 
are F. Other Public Buildings 12.15 
nal 1, Post Offices 2.0 
= 2. County agricultural buildings 85 
on 3. Other buildings 10.0 
G. Housing 3.0 
1. Non-farm 2.0 
2. Farm 1.0 
eds 
her H. Rural Electrification 
r 78.4 
ar! 


an investment of roughly $78 billion in 1940 costs or in the neighbor- 
hood of $120 billion in 1947 costs is required to bring public physical 
iacilities, exclusive of territorial facilities, up to reasonably adequate 
standards. 
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The above inventory, moreover, considerably understates the amount 
of public construction that will be needed in the next several decades. 
Since it measures only the gap between existing facilities and curren; 
standards, it makes no provision for expanding needs due to popula. 
tion growth and urbanization. It takes no account of the increasingly 
large amount of construction that is necessary to maintain and replace 
existing structures because of depreciation and obsolescence.” |; 
makes no allowance for higher standards in public facilities and services 
which the public is certain to demand as the years go by. Furthermore. 
it does not cover needs for land development and public services which 
would certainly be included in any compensatory employment program, 

It is apparent, therefore, that while there is no inexhaustible reservoir 
of public works that can be drawn on as an employment stabilizing 
force, the magnitude of worthwhile needs is far larger than many people 
have been led to believe and certainly sufficient to buttress a com- 
pensatory public construction policy aiming at stabilizing the construc- 
tion industry for some time to come. Then even after public facilities 
have reached reasonably adequate standards and population reaches a 
stationary state, an annual capital outlay in the neighborhood of $1 to 
$2 billion will be required to offset depreciation and obsolescence. 

“One of the outstanding features of the forthcoming Twentieth Century Fund study 
by Robert W. Hartley and Eleanor Wolkind on Estimates of Capital Requirements is its 
measurement of the amount of public outlay that will be needed for population growth, 
depreciation and obsolescence. Preliminary calculations are to be found in J. Frederic 


Dewhurst, “Estimated Capital Requirements for 1946-1960,” Dun’s Rev. (Sept., 1945), 
pp. 14-16. 
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COMMUNICATIONS 


Repercussion Studies at Oslo! 


| propose to bring before you certain ideas which form the basis of the 
work that is under way or is planned for the next few years at the University 
Institute of Economics in Oslo. We designate this work as Repercussion 
Studies. It is financed in part by the University and in part by the Rockefeller 
Foundation. In brief, the object is to find out what will happen when certain 
measures, such as fiscal measures or definite wage policies or the like, are 
applied to the economic system. We conceive of these studies in a very broad 
and inclusive way. When I am through explaining their character, you may 
even find that we are aiming at something which is too formidable to be prac- 
ticable. However, we have been more or less specializing in unsolvable prob- 
iems of this type and rather like to play with them, and we certainly want 
to be optimistic even in the face of difficulties that seem formidable. 

The first feature of the work which I would like to mention is that it is 
definitely econometric in character. When certain measures are applied to 
the economic system, any resourceful economist can, of course, list a number 
f efiects. But these often run counter to each other so that the net result of 
the measure will depend on a quantitative comparison of the strengths of 
several tendencies. Hence the need for an econometric approach, and for 
an approach that is broad enough to embrace the whole economic system in 
a determinate way. Part of the relations may be worked out in less detail than 
others, but in principle the system should be inclusive enough to make it 
leterminate. The object of the analysis will be the Norwegian economy. That 
is to say, the study will be modeled over the burning economic problems of 
our Norwegian community today. This will make the problems realistic. The 
studies will, however, be handled as far as possible so as to bring out general 
principles that may also command interest elsewhere. The significance of these 
problems would be due not least to the fact that they have emerged in a type 
of social and economic democracy which has certain desirable features and 
which is not too large to be unwieldy from the research point of view. 

A second feature of the study is that it is based on our national budgeting 
work. I believe that Norway was one of the very first countries to take up 
work on national budgeting. The work was started in the Oslo Institute some 
ten or fifteen years ago. In the course of a number of years the problems re- 
garding the principles of this accounting were thoroughly discussed and tenta- 
ive work on actual data was done so as to check how our principles would 


“This paper was originally presented to the International Economic Club of the staff 
' the United Nations. 
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work in practice. As a result, the foundation was laid and trained personn, 
was available when the undertaking was launched on a large scale by oy 
Department of Finance in 1945. At present the national budget plays a yer, 
large role in the whole financial policy of our country. 

The great number of separate accounts are arranged in a pyramid system 
and the main magnitudes are squeezed down into a standardized set 4 
symbols. This is memotechnically a great help in tracing the definitional rej;. 
tions between the quantities. Further, these definitional relations are 
picted in a standardized graphical exposition. 

A third feature of the work, and the most important, is the analysis of th: 
structural relations that connect the various variables in the national budge. 
ing system. The national budgeting system itself is only a framework to keep 
track of the variables involved. The essence of the problem, that part of it jp 
which the questions that are really significant from the repercussion viey. 
point emerge, is this system of structural relations. A few examples will sufic 
to indicate what I have in mind when I speak of structural relations. Take 
for instance, the relations that show how the consumption of a certain com. 
modity depends on the price and on the income in the consumer group ani 
on some other factors. Or, take the relations that show how the expectations 
of business enterprises determine the investment activity. These ideas wer 
studied intensively in the fundamental work of Knut Wicksell some forty 
years ago and have in our day been brought into popularity through the writ- 
ings of Keynes. As a further example, I may mention, on the one hand, the 
connection that exists between multiplier and acceleration effects and on the 
other, the way in which the time curve of the starting of capital production 
determines the time curve of the carry-on-activity in the capital producing 
industries. This type of problem was studied in an essay on impulse problems 
and propagation problems in economic dynamics which I published some years 
before the war in the volume in honour of Cassel. Further, we have the impor- 
tant group of problems centering around the supply structure of labour. These 
examples will be enough to indicate what I have in mind when I speak oj 
structural relations. 

From the viewpoint of repercussion studies, it is essential to look somewhat 
closer into the nature of these structural relations. For one thing, it must be 
pointed out that a structural relation is conceived of as one in which the 
variables are capable of a partial variation. That is to say, the relation is con- 
ceived of as expressing what would happen if all the variables involved were 
kept constant except two, and these two varied together. Further, we must 
consider how autonomous the relation is. This point is often neglected. From 
the viewpoint of repercussion studies, however, it becomes of crucial in- 
portance. The idea of autonomy can be explained as follows. Take any equ 
tion and ask the question: is the technical and institutional setting which 
surrounds it and the behaviour of the individuals involved such that this 
particular equation will hold good even though other equations involving the 
same variables are destroyed through technical, institutional or behaviourisiic 
changes or through the fixation of some specific variables in the system, 10! 
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‘nstance through a specific economic measure. This, it seems, is the only way 
in which it is possible to define a “causal” relation as distinguished from an 
incidental covariation between economic magnitudes. 

Obviously, this feature of an equation is an exceedingly important one 
when a question of repercussion comes up. The nature of an equation in this 
respect should if possible be discussed in quantitative terms. Some sort of 
coefficient should be attributed to it expressing its degree of autonomy. 
Similar coefficients may be applied to parts of the equation. Without going 
into detail I may say this much, that the autonomy coefficients will have 
properties to a large extent similar to those of probabilities. They will in a 
sense express the probability that the relation in question exists under certain 
assumptions regarding the existence or non-existence of other equations, or 
parts of equations. The smaller the range of assumption needed in order to 
assure a certain level of probability, the larger the autonomy of the equation, 
or part of equation, in question. Coefficients of this sort will be equally im- 
portant, I believe, in a planned economy and in an economy that is based 
essentially on free enterprise. 

The question then is, how can we proceed in order to arrive at a workable 


speculative thinking must be done. We must use both the theoretical approach 
and as much common sense as we can. At present we are working at the Oslo 
Institute on a register trying to put on record all sorts of ideas with regard to 
structural equations that have been forwarded so far. Two men are working 
on the job—one economist and one mathematician. A brief statement of the 
relations as they existed in the original version is made, together with a 
translation into our own standardized system of symbols. These equations will 
then be scrutinized very thoroughly, particularly with a view to throwing out 
any equation that does not have a high degree of autonomy but is only an 
expression for an incidental covariation. 

The further we can go in the direction of eliminating these incidental equa- 
tions from the system and getting down to equations of as high a degree of 
autonomy as possible, the more sure we will be of having a system which we 
can rely upon when we are going to answer questions regarding repercussions, 
i. questions which will in certain cases violate some of the equations in 
our system, or change some of the structural coefficients in these equations. 

Having through this a priori approach arrived at a preliminary conclusion 
regarding a desirable system of relations to be considered, the question arises 
how to get information about the numerical character of the equations, i.e., 
information about the magnitude of the coefficients entering into them. This 
raises a difficult question which is usually not considered as carefully as it 
merits, 

Let me give you a simplified example of the difficulty I have in mind. Sup- 
pose you are considering a system of three variables. You may measure them 
along the axes in a three-dimensional space. A set of observations of these 
variables would be represented by a scatter of points in this three-dimensional 


} Space. Suppose you are trying to analyze a demand relation, one of the three 
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variables standing for the quantity of a certain commodity, the second stan¢. 
ing for its price, and the third for the income of the consumers. This js 
tantamount to assuming that, apart from random disturbances, your scatter 
will be distributed along a certain surface in the three-dimensional space, 7, 
try to determine the numerical character of this demand relation from th 
statistical observations would mean that you let the shape of the scatte 
of points determine the coefficients of the equation. But now suppose that th: 
statistical data at hand satisfy also some other relation, for instance, a supply 
relation. That would mean that the scatter of points not only lies in the firs 
surface but also in a second surface, the supply surface. In other words, the 
scatter of points would not be spread out over the demand surface but would. 
apart from random disturbances, be concentrated along a specific curve in 
the demand surface. Obviously in this case, it would be impossible from the 
nature of the scatter to get complete information about the nature of the 
demand surface. In other words, we would not have any information abou 
cemand in the sense of a relation that expresses what would take place if the 
variables involved underwent a partial variation. Thus, if by any chance th 
data at hand satisfy not only that specific relation which you happen to think 
of at the moment and on which you try to get numerical information, but 
also satisfy some other relation, then it is in point of principle impossible tc 
get the kind of numerical information you are after. You will see immediately 
that in a great number of cases, indeed in most cases, the data which usually 
present themselves to us in economic statistics are of just this kind. It is very 
seldom indeed that we have a clear case where the statistical data can actually 
determine numerically an autonomous structural equation. In most cases we 
only get a covariational equation with a low degree of autonomy. 

This situation is extremely important from the repercussion viewpoint. 
We must look for some other means of getting information about the numerical 
character of our structural equations. The only possible way seems to be to 
utilize to a much larger extent than we have done so far the interview 
method, i.e., we must ask persons or groups what they would do under such 
and such circumstances. In doing so we must, of course, watch our step very 
carefully to avoid bias in the answers. A number of pitfalls exist in this field. 
But, after all, I think that the possibility of getting reasonably reliable answers 
is better than would appear at first sight. There are two things we may do 
in order to assure the answers to be as reliable as possible. In the first place, 
we may use questions which are worked out in such a way that the informa- 
tion we seek does not come directly from the answers themselves but rather 
from the solution of a system of equations connecting these answers, i. 
we try to conceal as much as possible from the interviewed persons or groups 
the true object of the interviewing. In the second place, we will have a check 
on the answers by noticing whether or not the relations we derive from them, 
check with the covariational equations which we derive from the usual kind o! 
statistics. Proceeding along such lines it should be possible to work out 3 
system of corrections to be applied to the answers so as to adjust for most 0! 
the bias. Of course it is impossible to state any general rule concerning this. 
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Ea +h particular field of enquiry must be judged on its own merits and care- 
lly studi ed. 

= connection with the structural equations, I should like to mention also 
certain pertinent mathematical developments. In the first place, we have the 
approach of dynamic equations subject to shocks. This was the fundamental 
idea of the Russian economist and statistician Slutsky and of other mathe- 
matical statisticians of the Russian school and of the English statistician 
B Yule. It has also been the object of a considerable amount of work done at 
he Oslo Institute before World War II but so far unpublished. 

In the second place, we have the confluence analysis approach, as was 
veloped in a series of pupers of the Oslo Institute between 1931 and 1935, 
and subsequently extended through the works of the Dutch mathematical 
atisticians Koopmanns, now with the Cowles Commission, and the Nor- 
wegian Reiersol. Finally, we have the estimation theory for structural equa- 
tions which was presented by Professor Jerzy Neyman and his associates at 
the 1947 Atlantic City meeting of the Institute of Mathematical Statistics 
published in Econometrica, January, 1948). There is a basic connection be- 

hese different types of approach to the confluence problem. They are 
iferent ways of throwing light on the same basic problem. This underlying 
similarity of the object studied should be brought out more clearly. This would 
10 a considerable way towards creating a tool which would be very valuable 
n the attempt to obtain structural equations. 

When we have arrived at a reasonably satisfactory system of structural 
equations, determined not only in the sense of knowing the abstract character 
of the equations, but also in the sense of knowing roughly their numerical 
character, then the question is to find out, first, what sort of evolution would 
obtain in a system of the sort under consideration if the system were allowed 
to evolve without disturbances; and second, what the evolution will be if 
a stream of random shocks is poured out over the system; and third and 
finally, what sort of evolution we can expect if certain control measures are 
introduced into such a system. To give an answer to this is the final goal 
we are striving for. 

The work before us entails a considerable amount of computation. The 
computational part of the problem becomes, indeed, all the more important 
the more one strives to obtain solutions that leave the highest possible degree 
of freedom to the individual, because then the measures applied must be all 
the more refined. Even the solution of rather simple systems involves a great 
deal of computation as exemplified by the set-up used in the essay on propa- 
gation problems. In the much more generalized problem about which I am 
now talking, we need a mass computation of soluticns in order to take account 
{ various alternatives with regard to the possible magnitudes of the struc- 
tural coefficients involved and also to take account of various alternatives 
with regard to the actions and measures considered by responsible authorities. 
Therefore, a considerable development of the computational technique is 
needed. That is one reason why I was charged by my University to investi- 
gate the possibilities of the big computational units which have been de- 
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veloped in this country during the war. I am referring particularly to th 
units that have been constructed at Harvard and at the University of Penngy). 
vania and to the unit which is now being built at Princeton. I feel convince; 
that if the services of such units could be put at the disposal of the econom. 
trician, he would be able to attack problems which he could not have dream 
of attacking before. Developments of this technique will, I believe, come 
revolutionize the whole field of econometrics, and particularly will it ope 
the way for making econometrics a more useful tool in so far as practical ap. 
plications are concerned. 

Such are the problems of the econometrician today. If we can make som: 
progress, however slight, towards their solution, we will be doing a real servic: 
to the individual governments which we want to serve and to the organs o/ 
the United Nations which attempt to improve economic matters on an inter. 
national scale. The task is a formidable one, but we have to face it squarely 
and attack it with optimism and with all possible enthusiasm, in view of the 
great issue that is involved. 

RAGNAR Friscu* 


* The author is professor of economics at the University of Oslo. 


Demand Elasticity and Control of Public Utility Earnings 


Buyer response to price changes, usually expressed graphically by a dovn- 
ward-sloping demand curve, is an accepted fact among economists, but the 
regulators of public utility firms rarely give attention to it as reasonable 
earnings are determined. These commissions do not trouble themselves with 
studies of market-demand schedules. To solve price-output relationships, they 
choose a simple, matter-of-fact rule: past sales, measured in several different 
ways, are assumed to be the sales at the new prices. They use an implicit 
assumption of perfectly inelastic demand. Such a view of demand conditions, 
already recognized by other writers,’ appears more as an indifferent adminis- 
trative attitude toward demand schedules than as a reasoned foundation 
which the commissions intend to construct an efficient and wise control. To 
deal with the regulatory practice, this note first sums up the recent varia- 
tions of commission behavior, next considers the evidence on price elasticity 
of demand that does and does not support the behavior, and then presents 
analysis of some effects of the rule on reasonable earnings control, utilization 
of plant capacity, and investments. 


I 


As shown in Table I, only 2 out of 90 decisions indicated any allowance 
for buyer responses to price changes. Only twice in this ten-year sample 0 


*Cf. C. Woody Thompson and Wendell R. Smith, Public Utility Economics (New Yor. 
McGraw-Hill, 1941), p. 269; Robert F. Bryan and Ben W. Lewis, “The ‘Earning Bat 
as a ‘Rate Base,’ ” Quart. Jour. Econ., Vol. LII (Feb., 1938), p. 342; Melvine G. de Chazest, 
“Reply,” Quart. Jour. Econ., Vol. LIT (Feb., 1938), p. 351. 
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decisions did the commissions consider the revenue effects of their price 
regulation. (In four other decisions, which are included in the no-response 
group, the commissions referred to price-output relations but made no ap- 
parent allowances for them as earnings were compvted.”) In one of the two 
cases a commission was concerned with an interesting problem in price differ- 
entiation: the revenue effects of various token rates for bus service.’ Using 
the experiences of other companies, the commission calculated an increasing 
I ap revenue reduction as (1) the differential between the straight fare and the 


some LE .—SALES BASES FoR Pusiic Prices—Commission Decisions, 1937-1946* 
ns of of Decisions 

nter- Response to Price Change 2° 


arely 


f the No Response to Price Change 88 


Sales of past full calendar year 
H* Sales of current year 
Sales of second year before decision 
Sales base not mentioned or not clear 
Some average of past sales 
Past full year and current sales 
Sales of third year before decision 
Sales of fourth year before decision 
Sales of previous 12 months 
Sales of one month of current year 
Estimated future sales 
e cases reported in the Public Utilities Fortnightly were examined. And the follow- 
ds of cases were excluded: court, rate-structure revision, railroad, motor carrier, street 
ghting, refund, sliding scale, dismissed, part of system (e.g., rural). 
* In four ot ther cases the commissions recognized probable responses to price changes, but 
i | treat ed the price changes as though no increases in sales were expected. 
> Includes several cases where the twelve-month calculation of sales started sometime during 
t half of the preceding year. 
¢ Th is figure is higher if only the definite and none of the “apparent” decisions are recorded 
under other captions. 
‘While commissions occasionally estimated demand changes, this was the only case in 
hich the future demand seemed to be the basis for a revenue calculation with a price change. 


19 

16 
5° 
3 
1 
1 
1 
1 


verage token fare increased, and (2) the outlay for a token bundle decreased 
the revenue reduction was expected to be greater at 3 for 20 cents than 
+0 cents.) The other case concerned a general increase in telegraph 
ates, and a consequent loss of traffic as long as telephone and air-mail rates 
were fixed. Relying on managerial judgment rather than demand studies, 
Western Union expected a mere 1.5 per cent decrease in sales with an average 


Boston Consol. G. Co. (Mass.), 30 P.U.R. (N.S.) 260, 273 (1939); Re Georgia 
Ga.), 31 P.U.R. (N.S.) 129, 165 (1939); Re Springfield G. L. Co. (Mass.), 
UR (N S.) 184, 187 (1941); Re Jersey Central P, & L. Co. (N.J.), 66 P.U.R. (N.S.) 
Re Syracuse Transit Corp. (N.Y.), 59 P.U.R. (N.S.) 170, 186-7 (1945). 
te Western Union Teleg. Co. (F.C.C.), 64 P.U.R. (N.S.) 216, 244 ff. (1946). 
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price increase of 15 per cent. It anticipated a high price inelasticity of de. pric 
mand. And while the Federal Communications Commission preferred a mor and 
“scientific” analysis of the price-output relation, the company’s anticipation; the 
were accepted.° whel 
Experience is the main criterion in public utility regulation. Avoiding meas. HF :han 
urements of probable demand changes or elasticities of demand, commissioner: com! 
use the revenue data that already are parts of company histories. Putting most 
the problem in this simple manner, a commission needs to do no more than 
choose a base period for the revenue calculations. As Table I shows, the 


regulators choose a variety of base-revenue periods. The last full calendar If 
year is the favorite, the current year and the second preceding year receive parti 
about equal attention, and the remainder of the choices are scattered amon; some 
a miscellany of bases such as the third or fourth preceding year or even the Hi jow ; 
sales of one month of the current year.® likely 

Represented more often in the ninety decisions than any other commission, fensil 
the Federal Power Commission always relied on some sort of past experience. stitut 
Otherwise the FPC, like commissions in general, showed some variations oj elsew 
behavior. At first this commission, which did not become a price regulator lighti 
until 1935, did not clarify its choices of revenue bases. Later it began to us consit 
a “test” year that was the first,’ second,* or third year® preceding the decisions, ing. I 
The commission made only brief explanations of these choices, saying that applic 
the “latest calendar year . . . is the most reliable guide for the future,” that price 
the “latest full year for which there is complete data . . . furnished the best Fos 
available guide for fixing rates,” that the costs and revenue of the third pre- do no 
ceding year were “representative” of relationships in the “immediate future,” gradu: 


that the chvice was a “conservative ‘average’ year” or simply “fair and HiRa dec: 
reasonable.” No discussion of the choices appeared; nor was the variation Bi tains 
between the first, second, and third preceding years explained—or even recog- BM sumpt 
nized. Only one point was clear about the Power Commission’s behavior: BR they | 
no attention was paid to the revenue effects of price decisions. are ay 
Summing up the available evidence, we see that public utility regulation BM and te 
focuses on cost conditions and neglects demand behavior. Commissions often Bias the 
make references to demand changes, but seldom take account of them a Bi perfec 
eventu 
so tha 
period: 
each n 
and re 
Missioy 


® The FCC remembered some contrary observations: when wage changes were considered 
during the preceding year, the officers of Western Union testified that increases in mts 
were certain to reduce total revenue. Facing a wage increase, they spoke of an elastic 
demand; seeking higher prices, they foresaw a quite inelastic demand. 

*If another person reads these ninety decisions, he probably can obtain a somewhtt 
different tabulation. Commissions often are not explicit about the revenue bases that they 
use; evidence of their choices comes frequently from cost calculations or brief references 


to sales and revenue, and consequently is subject to misinterpretation. Baer 
* Detroit v. Panhandle Eastern Pipe Line Co. (F.P.C.), 45 P.U.R. (N.S.) 203, 210 mw 
1owle 


(1942); Re Southern Nat. G. Co. (F.P.C.), 65 P.U.R. (N.S.) 1, 14-5 (1946). 

* Cleveland and Akron v. Hope Nat. G. Co. (F.P.C.), 44 P.U.R. (N.S,) 1, 35 (194); 
Re Interstate Nat. G. Co. (F.P.C.), 48 P.U.R. (N.S.) 267, 282 (1943); Re Cities Servic 
G. Co. (F.P.C.), 50 P.U.R. (N.S.) 65, 89 (1943); Re Mississippi River Fuel Co. (FP.C. 
63 P.U.R. (N.S.) 89, 97 (1945). 

° Re Canadian River G. Co. (F.P.C.), 43 P.U.R. (N.S.) 205, 225 (1942). 
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prices are fixed for the future. They never use the term “elasticity of demand,” 
and rarely make allowance for buyer responses to price changes. To measure 
the revenue effects of price changes, they turn to past revenue experiences 
where the range of choices reflects more a sense of administrative convenience 
than foresighted control. Figuring that past sales will continue at new prices, 
commissions have a most simple, and, in connection with price decreases, a 


most conservative view of demand behavior. 


II 


If commissioners wish to do it, they can find some evidence that gives 
partial support to the implicit assumption of perfectly inelastic demand. For 
some public utility services the response to ordinary price changes is very 

w even if a long time is allowed for buyer reactions. These responses are 

y to be so low that an assumption of perfectly inelastic demand is a de- 
fensible working rule for administrators. These services have no near sub- 
stitutes, and consumers are well habituated to their use. As I explain 
elsewhere,*° a high inelasticity of demand seems to be evident for domestic 
lighting with electricity, cooking use of gas, most domestic uses of water, a 

nsiderable part of local telephone service. And the demand for street light- 

», most commercial lighting, and most established uses of electric and gas 
appliances seems to be quite inelastic—even perfectly inelastic for considerable 
price ranges in some situations. 

For other uses, consumers recognize the existence of alternatives, but they 

not respond immediately to price changes. Reaction to price changes and 
gradual movement toward a given demand elasticity take time—as much as 
a decade or more for some services. This category of eventual response con- 
tains industrial buyers of electricity and gas who may increase their con- 

—— at lower prices or are likely to turn away from higher prices if 

ey have time to make the adjustments, space-heating buyers of gas who 
are aware of their alternative choices of coal and fuel oil, users of toll lines 
and tele graph service who can shift between long-distance calls and telegrams 
as the price differentials change, and so on.'! To justify a working rule of 
perfectly inelastic demand when a considerable buyer response is expected 
eventually, a commission must be ready and willing to investigate frequently 

that the revenue effects of past price changes are not neglected for long 
eridds of time. Commissions must stand ready to raise or lower prices as 
each new relation of demand and cost seems to justify a change. Such frequent 

id regular investigations, unfortunately, are not common among the com- 
missi 

The sa explanation for the past-sales rule is not found, however, in the 
behavior of demand elasticities. Nor is it explained fully by lack-of-demand 

iowledge. Commissions, like public utility firms, do not have the information 

ith which demand schedules can be constructed for considerable ranges of 


; of Public Utilities (New York, Rinehart, 1947), pp. 582 ff. 
tr N. Behling, “Competitive Substitutes for Public Utility Services,” Am. Econ. 
il. AXVIT (Mar., 1937), pp. 17-30. 
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prices and quantities, but they do not make a point of this deficiency, Th, 
explanations for the rule seem to be simple. For one thing, the commissioner 
like convenient, matter-of-fact means of control; they prefer experiences an; 
facts rather than ideas, easy procedures and clean desks instead of reflections 
on regulatory consequences. The past-sales rule satisfies the clerical attitud 
of these administrators even if it misleads. For another thing, regulatory 
attention has been centered traditionally on cost measurements rather tha 
demand behavior. Uncertainty, conflict, and litigation about reasonable tot, 
cost as well as the conservative social values and the essentially private busi. 
ness standards of the commissioners have confined most regulatory activit, 
to a limited area of analysis, particularly to the topics of property value 
depreciation expense, and rate of return. Much cost study and all demani 
analysis is out of the current administrative range of the commissions. 


FicureE 1 


III 


Several economic consequences of the past-sales (perfect price inelasticity) 
rule are considered in this section. These are possible rather than certait 
consequences. And the graphic presentation should be accepted more in the 
sense of expressing general reasoning than describing actual or easily meas 
ured facts and relationships. Nor can all variations of cost, demand, rat 
structure, management, and regulatory behavior be represented; generaliz# 
tion of practices is essential to generalization of the reasoning. The fr’ 
problem concerns the general way in which the rule limits the measuremet! 
of reasonable earnings. Next, use of the rule may compel inadvertently # 
expansion of plant capacity, a rationing of service, or an increase in prices 
where the demand is quite elastic. Finally, under special circumstances the use 
of past sales gives instability to public utility prices—fails to assure a dire 
movement toward reasonable earnings. 
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Earnings control is supposed to equate average revenue to average cost 
‘or each utility company. Yet, as Figure 1 shows, use of the past-sales rule 
interferes with the equation. To describe this effect, let us assume several cost, 
demand, and regulatory conditions: (1) the commission is quite capable of 
measuring the reasonable total cost of the firm; (2) the average cost curve, 
based on measurements of reasonable total costs, decreases over a considerable 
range of output before it turns upward; (3) separate customer classes and 
rice differentiation are not factors of the problem; (4) the demand curve is 


4 


% 


FIGURE 2 


not perfectly inelastic; and (5) the commission continuously tries to equate 
the average revenue and average cost. 

In Figure 1 the company starts with a price level of P; and sales of OQ:. 
Since the average revenue (AR) at P, exceeds the average cost (AC) and 
the firm has excessive earnings, the commission orders a price reduction. Using 
the existing sales of OQ, to measure the proper price reduction, the commis- 
sion orders a new price level of P.. For a brief time AR = AC at Py. But this 
equation does not last; as the AR curve indicates, the buyers respond to the 
price reduction and are willing to purchase the quantity of OQ. at P.. Now 
the firm has excessive earnings again, and the commission reduces the price to 
P;. This step-by-step reduction of prices goes on as long as the AC curve 
decreases and remains below the AR curve. It continues until AC = AR at E, 
or until such an equation is approximately at P, or Ps. 

_ The past-sales rule does not facilitate elimination of excessive earnings 
in a decreasing-cost situation. The commissions delay their own work.’* The 


These excesses, which remain even after the commission tries to make AR = AC, serve 
* 4 cushion against demand decreases. For example, if P, of Figure 1 is in force, the 
mand must decrease until less than OQ, can be sold before the firm incurs a deficit. This 
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implicit assumption of perfectly inelastic demand works best under constay; 
costs; even though the sales are larger than what the commission assume 
the price level remains equal to a constant average cost. But constant average 
cost is scarcely a condition that is expected continuously for public utility 
firms. 

If AR is less than AC and the company clearly deserves a higher price level 
the rule has a reverse effect. Now the deficiency is eliminated step by step 
as shown in Figure 2. The firm, selling at P,, requests a price increase, As. 


FIGURE 3 


suming a continuation of OQ, sales, the commission means to equate AR ani 
AC at P.. But now only an OQ, quantity is purchased, and the company stil 
has a deficit. The deficit is eliminated one step at a time as tne intersection 
of AR and AC at E is approached. Thus, the rule can work to both the a¢- 
vantage and disadvantage of regulated firms. 

Use of the past-sales rule may put a company in a position where, at the 
prescribed price level, the demand cannot be met with available plant capacity 
This can happen when the firm is operating fairly close to its capacity limits 
before the price is reduced, and when the price reduction extends into a 
area of considerable price elasticity of demand. In Figure 3 the limits of plan! 
capacity are suggested by the “ballooning” of the AC curve. And the AR curve 
becomes more elastic at the low prices. Otherwise the conditions are the samt 
as those for Figures 1 and 2. 

Again the pricing situation starts with P,. To eliminate excessive retums 
at P,, the commission reduces the price to P, for OQ, sales. But the demané 
becomes quite elastic between P, and P., and now the consumers wish to pu! 


“insulation” against demand decreases obviously becomes less as the price decreases 40° 
the “steps” become shorter, but some measure of it is evident all the way to the equali0 
of AR and AC at E. 
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chase OQ; at P.. Unfortunately the AR curve is not only below the AC 
-urve at OQ, but also the cost curve does not show that the firm has enough 
slant capacity to produce this quantity. Indeed, the absolute limit of plant 
-apacity, which is probably well beyond the point where the firm wishes to 
nerate, seems to be about OQ.. Thus, by disregarding demand elasticity the 
regulators put the company in a position where either more plant must be 
built, stand-by plant brought into use, service rationed, or prices increased.** 
This case suggests that the rule can have some uneconomic effects on the use 
f public utility resources. 
A disparity between consumer demand and plant capacity may occur for 
me but not all buyer classes. It can be related to price structures, and be 
, matter of differences in demand elasticities. The commission reduces the 
ices in all service classifications, including those for which close substitutes 
are available. And if the prices of the near substitutes do not change at all, 
hen the commission and company encounter sharp increases in sales. This 
happens when the established price relation between substitutes is broken, 
uyers notice the price difference, and a shift to the low-priced service begins. 
ich a change is significant where the cross-elasticity of demand is high. For 
ample, a considerable reduction of industrial gas rates, making gas as 
heap or even cheaper than coal for many kinds of heating, is certain to reveal 
nsiderable cross elasticity of demand. And there are other similar situations, 
h as the choice between gas and electricity for water heating, between the 
ng-lines service of the Bell System and Western Union service, and between 
gas, coal, and fuel oil for space heating. 
Let us suppose that, as in many cases, the rates are reduced in all service 
assifications by the same percentage. For some classes, the ones with in- 
elastic or only slightly elastic demand, the consumption increases moderately; 
but the other types of service, having high rates of substitution (immediate 
r eventual) with other commodities, can expand a great deal. Expecting 
either a small increase or no increase at all in sales as a price decrease is 
ordered, the commission starts an extraordinary change that can press on or 
beyond the sensible limits of plant capacity.** On the other hand, a general in- 
crease in prices is followed by a significant reduction in sales to the buyers who 
have an elastic demand. Such responses to price changes are most likely to 
occur, of course, when the prices of substitutes do not change in proportion to 
public utility rates. Prices of fuel and coal do not vary directly with gas 
prices; in fact, prices of oil and coal increased during the past decade while 
the space-heating and industrial prices for gas remained quite stable. Nor 
do gas and electric prices, or telegraph and telephone rates move closely 


‘And neglect of probable demand increases, which is not discussed directly in this 
paper, can have similar effects. 

“ Because the buyer response to such price decreases can be spread over a few years 
r even a decade when sizable investments must be made in consumption equipment such 
8 furnaces and industrial machinery, the commission, having changes in membership and 
lacking understanding of much economic behavior, does not realize that the large sales and 
the shortage of plant capacity are traceable to its pricing policy. The commission may see 
nothing more than an accumulating mass of sales. 
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together despite their interdependency. To control the use of utility plans 
as they regulate earnings, commissions can use knowledge of pricing policie; 
for substitutes and rates of substitution between commodities. 

To avoid inadvertent and uneconomic expansion of plants, commissions cap 
make selective use of the past-sales rule. Commissions should distinguish be. 
tween consumer groups according to the closeness of substitute commodities 
and price elasticities of demand. If the consumers have no close alternatives 
(as in the case of much residentiai electric service) and an inelastic deman¢ 
over a considerable price range, the implicit assumption of perfectly inelastic 
demand is not too much at odds with the facts. At the other extreme, where 


FIGURE 4 


substitutes are close and the cross elasticity of demand is high, the commission 
either should not use the rule at all or should move cautiously with it. Perhaps 
the commission can try out small price changes, watching for the demand 
responses that are controlled basically by the price behavior of substitutes. 
Used in this manner, the rule is less likely to force new investments on com- 
panies that commonly are expected to serve “all who come,” less likely to 
lead to uneconomic limits of operation. 

Another possible effect, which is suggested by Figure 3 and is connected 
with an increasing-cost condition, is the instability of the price level. The 
commission goes in a circle, correcting excesses in earnings only to encounter 
deficiencies and altering deficiencies only to get excesses and being fortunate 
if it can achieve easily an equation of average revenue and average cost. These 
circumstances are illustrated in Figure 4. As in the other figures, the starting 
price of P, is lowered to P,. At P, the company can sell an OQ, instead of an 
OQ, quantity. But at OQ, the AC is greater than P., and the company asks 
for a price increase. Assuming continuation of the OQ, output, the commis- 
sion decides that the proper price is P;. Again the commission does not g¢! 
what it seeks: able to sell an OQ. instead of an OQ; quantity at Ps, the fim 
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ybtains excessive returns. Now the commission orders a price decrease to P,, 
and the company has a larger deficit than beforehand. Next, the price is raised 
to P;; and price control goes around and around until the price is equated to 
AC at E. 

This case resembles the price-output relations under the “cobweb theorem,” 
but the conditions naturally are different. The situation is not one of pure 
competition, regulatory anticipations of sales rather than actual production 
plans are based on past prices, production of public utility service is not man- 
aged by fixed “periods” as in the case of agricultural commodities, and the 
price of public utility service is controlled by average (reasonable) costs in- 
stead of an “available” supply.*® Yet the past-sales rule, the assumption 
which is stated in the first part of this section) of a persisting regulatory 
equation of average cost and price, and an intersection of the demand and 
average cost curves where the latter is increasing can create a condition, as 
shown in Figure 4, that is not wholly unlike the price-supply relationships 
in the cobweb case. And the cobweb analysis gives guidance on an expected 
price movement away from or toward the E point of Figure 4.** A case of 
divergent price fluctuation, based on an increasing instead of a U-shaped cost 
curve, occurs when the cost curve is more elastic than the demand curve. And 
Fa case of a convergent price fluctuation occurs when, as in Figure 4, the 
upward-sloping cost curve is less elastic than the demand curve. Such direct 
' convergence toward E is disturbed in Figure 4 because a U-shaped cost curve 
exists—because prices may be equated alternately to increasing and decreasing 
s sections of the cost curve. An equation of P and AC is certain within the 
' increasing-cost limits of Figure 4, and is possible (even assured if enough 
attempts are made) within the full range of cost behavior. 

Even though the analysis of this section is not based on actual demand 
and cost data, it still shows some likely consequences of the past-sales rule. 
Step-by-step movement toward AR = AC, the primary point of Figures 1 
and 2, seems quite demonstrable in general as long as the demand is not 
perfectly inelastic and the average costs are not constant. A gradual move- 
ment toward reasonable earnings doubtless starts farther down than P, of 
Figure 1; such an initial price and such an extraordinary amount of excessive 
earnings are used to give a clear view of the movement. Perhaps the case of 
a deficient return, which is illustrated in Figure 2, is not considered common 
because the traditional regulatory emphasis is on excessive returns. Yet in- 
creases in raw material prices, wages, and construction costs may make de- 
ficient earnings a more frequent experience in public utility industries. At any 
rate the reasoning about an upward price adjustment, controlled by the old- 
sales assumption, is no more than a reversal of the case for a downward ad- 
justment. Where the price elasticity of demand is high, the rule (as indicated 
in Figure 3) can lead to extraordinary sales changes and involve questions 
about economical plant expansion. And while commissions apparently do not 


"Mordecai Ezekiel, “The Cobweb Theorem,” Quart. Jour. Econ., Vol. LII (Feb., 1938), 
p. 272 


Ibid., pp. 263-66. 
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have many such experiences either because the price changes are moderate o; 
because the changes are really more selective than available evidence suggests 
the rule still can have these possible effects. Instability of price regulation js 
not likely to be quite so accentuated as it is pictured in Figure 4. In fact. 
the potential instability of the past-sales rule can be counterbalanced by 
changing cost and demand conditions, by possible administrative or legal | 
variations in reasonable cost measurements, and by the objective of an ap. 
proximate rather than an exact equation of AR and AC. 


IV 


The past-sales rule does not facilitate elimination of excessive earnings, 
promptly take a company out of a deficit situation, contribute to the stability 
of public utility regulation, or lead clearly to economical uses of resources, 
But the commissions commonly use several forms of it. To achieve better regu- 
latory effects, commissions need studies of demand behavior—any studies. 
And they also need studies of substitutes for the commodities with which they 
are dealing, inquiries that tell something about pricing policies for the substi- 
tutes and possible rates of substitution between commodities. Even estimates 
of demand schedules, whose variations from actual demand experiences 
decrease as factual information accumulates and whose effects on regulated 
earnings can be corrected in any case by restoring deficiencies or recapturing 
excesses if continuous earnings control is adopted, can be significant improve- 
ments on the present procedure. As a minimum, the commissions can give 
attention to the most obvious evidence regarding demand elasticities, and 


thereby avoid their worst errors. Reliance on known, historical facts, a com- 
mon mark of administration in general, may seem to be the safe approach in 
public utility regulation, but it actually lowers the maximum possible achieve- 
ment and administrative efficiency of a commission. 


EMERY TROXEL* 


* The author is associate professor of economics at Wayne University. 


Justifiable Price “Discrimination” under Conditions of 
Natural Monopoly: A Diagrammatic Representation 


I 


Writers in the economics of transportation and public utilities have usually 
upheld the basic idea of “discriminating” prices implict in the rate structures 
of those industries. They have done this on the ground, sometimes merely 
implied, that all parties to the transactions benefit from the “discrimination.” 
This “justification” of the “discrimination” has generally been based upon 
the propositions that (1) the firms supplying the services are natural mo 
nopolies in the sense that under present conditions, at least, they make 4 


*See, for example, D. Philip Locklin, Economics of Transportation (Chicago, Bus. Pub 
Inc., 1938), Chaps. 7 and 8—or J. M. Clark, Social Control of Business (New York, 
McGraw-Hill, 1939), Chaps. 17 and 23. 
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more efficient use of resources than can firms operating smaller plants, and 
(2) the products sold on the various markets are joint, if not identical, 
products. So the increased production to serve the needs of one of its groups 
of customers has the effect of lowering the average cost of serving all of the 
customers of the plant, in the long run. Thus the use of monopoly powers 
‘o invoke price discrimination is justified on the ground that it so increases 
production as to result in lower prices for all classes of users and higher profits 
‘or the industry. Some writers go on to “justify” particular rates which are 
substantially below average cost on the basis of these facts.* 


QUANTITY 


FIGURE 1 


\ll of these conditions and conclusions are capable of diagrammatic repre- 
sentation which will make them more concrete and evident. Such a repre- 
sentation will also make possible the theoretical determination of the “proper” 
degree of “discrimination.” It will show the conditions under which and the 
limits within which such “discrimination”? may be regarded as “justified.” 
In the final section of the paper an attempt will be made to apply this analysis 
to an important case of monopolistic competition, thus broadening the area 
in which this kind of reasoning seems relevant. But in all cases the author 
wishes to emphasize the fact that the conclusions do not rest upon inductive 
research, but only indicate the kind of evidence which must be presented in 
order to prove a case for the “justifiable” use of discriminating monopoly 
powers. 

For the sake of simplicity, let us assume that there are only two rather 


* Clark, op. cit., p. 269. 
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well-defined groups of consumers to which a particular monopoly firm sells 
Let us assume further that the products to be delivered to these two groups 
of consumers, while sold under somewhat different conditions, are physically 
alike, so that any economies of large-scale production will lower the costs 
of both. The two demand curves and the average cost curve are shown in 
Figure 1. The average cost curve is probably best thought of as a long-run 
average cost curve, based upon a proper adjustment of the size of plant (as 
well as of the more easily variable productive agents) to the scale of produc. 
tion at each level of output. It will be thought of as including all costs, among 
them the market rate of return on the investment in capital goods. j 


Q 
QUANTITY 


FicuRE 2 


From the diagram, it is evident that if only one price is to be charged, the 
company, at best, will be able to break even selling ON units at a price of 
OP.’ If price discrimination is practiced by the firm, however, it can set a 
price to each class of customers which will equate the marginal revenue from 
each to their collective marginal cost as illustrated in Figure 2. If the average 
costs fall for larger outputs, as they do here, sales will be made to both 
classes of customers leading to an increase in output which brings about lower 
costs and makes possible gains to both classes of buyers, as well as the seller. 
As indicated in Figure 2, the quantity sold to the “low-price” class of cus- 
tomers is calculated as if it were additional sales to the “high-price” customers. 
This is the proper result of our assumption that the commodity sold to both 


*In practice it might well be that mone of the demands could be satisfied without price 
“discrimination,” but the less extreme position is illustrated here in order to make clear 
the limitations to the gains made by those willing to pay the relatively high prices. 
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asses of customers is substantially the same so far as its production is con- 

| eed. To determine the effect of this discriminatory policy upon the pro- 
jucer, it is most convenient to return to the average cost and revenue curves. 
This is done on Figure 3. 

Looking at Figure 3 we may note that under this simple case of price 
jscrimination, the total receipts are OBEM + OAFQ, and that total costs 
sre OTGC. This leaves the firm the substantial profit, CBEK minus AFJC. 

We may conclude that use of monopoly power to introduce price discrimina- 
ion in the absence of counterbalancing considerations would, in this case, 


Q T 
QUANTITY 


FIGURE 3 


a) lower the price to those willing to pay a high price, (b) permit some sales 
at a lower price, (c) allow much larger production, and (d) permit the com- 
pany to earn a larger profit. It is difficult to find any objection to this kind 
f price discrimination in and of itself when it brings such results. The author 
does not feel that the presumption against price discrimination should be 
abandoned. But the contentions urged in favor of price “discrimination” are 
not necessarily invalid. Therefore, where there are substantial economies to 
be gained by increased production, it would seem proper that experimentation 
in this kind of price “discrimination” as well as in other aspects of price policy 
can be encouraged on the ground that it will make for lower costs, i.e., a more 
efficient use of resources. 

A caution and a paradox require mention. In the first place, may we say 
hat the “high-price” class of customers benefits from the discrimination 
against” it? This class does carry a disproportionate share of the overhead 
expense of the company. Still, from another point of view, it would seem that 
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without “discrimination,” it would have carried it all, and hence, with gis. 
crimination, it has managed to shift part of its burdens to another class oi 
customers. This is in spite of the fact that the other class receives rates syp. 
stantially below average costs. 

Still there is no justification of discriminatory prices simply because certajy 
classes of customers are willing to pay more than others. The only reason 
why more of the overhead expense should not be shifted from the “high. 
price” class of customers to the “low-price” class is that to do so would ip. 
crease the prices to all classes of customers, including the “‘high-price” group, 
In other words, the price “discrimination” is necessary if a volume of outpy 
is to be attained sufficient to secure the most efficient size of plant possibl: 
under these demand and cost conditions. If demand is increased so that outpy: 
can be produced at the low point on the long-run average cost curve, th 
elimination of the discrimination as demand grows can be expected to yieli 
a better distribution of the products of the industry. The expansion of deman 
until no price discrimination is required to achieve this more efficient outpy 
would be ideal. The standard principle that social production is maximize 
when the marginal values are equated in each use applies fully here. If ther: 
were a number of such firms which became competitive as their markets over 
lapped in these later stages of the expansion of demand, the elimination of th 
“discrimination,” in the absence of collusion, could be expected to be aut 
matic, except in the case outlined in the final section of this paper. In th 
case of regulated industries, the commissions should reduce the amounts oj 
price discrimination as soon as production at lowest average cost can be 
maintained without it. 

In the second place, it does seem paradoxical to argue that it is profitabi 
to sell to either class of customers at less than the lowest unit cost attaine 
But it is merely paradoxical, not illogical or contradictory. For, as indicate 
above, the lower price to one class permits lower costs of production (through 
larger output) not only to that class, but also to the other. To charge a higher 
price would make for a less efficient use of the “fixed” resources. This fact is 
likely to be obscured when there are many classes of customers, as in the cas 
of transportation, but it will be even more important then. Certainly no one 


can say that a rate or price is too low simply because it is below the average J 


cost for all services even after an adjustment has been made for any special 
costs or savings connected with the particular class of customers. 


II 


Some writers have held that price discrimination may help all classes 0! 
buyers as well as sellers in monopolistic situations outside of the public utility 
and transportation fields.‘ In such cases, the various products of a monopolistic 
seller, while similar enough to permit real manufacturing and/or marketing 
economies through the increase in the output of either, are not identical 


*For a good example of this point of view see Ralph Cassady, Jr., “Techniques and 
Purposes of Price Discrimination,” Jour. of Marketing, Vol. XI (Oct., 1946), pp. 146-190 
and references cited there. 
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Let us assume, for example, that there is a certain cost connected with the 
ferentiation of the products from each other. Perhaps it involves more 
luxurious appointments, an added mechanical attraction, a different grill and 
‘rim, and larger size tires on an automobile to distinguish a “standard” from 
“de luxe” model. 

All of these distinguishing features will probably raise the cost of the 
product. For purposes of graphic representation, these “special” costs, con- 
nected with only one of the two markets can be most conveniently handled as 
, reduction from the average revenue (demand) curve. The long-run average 
‘ost and the long-run marginal cost curves may be thought of as indicating 
the cost of the less expensive product. Since the average cost of differentiating 
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QUANTITY 


FIGURE 4 


the more expensive product from the cheaper will probably decline as more 
units of the expensive product are sold, the average met revenue curve will 
be flatter than the market demand curve and may be curved. This is illus- 
trated in Figure 4, where the information formerly put on three figures is 
found. The data comparable to Figure 2 are shown by dashed lines on 
figure 4. The various important points are designated by the same letters 
as in Figures 3 and 4. It will be noted that in this case neither of the market 
demand schedules could have become effective without differentiation of 
product and correlative price discrimination, since the average net revenue 
is always less than average cost. As compared with the case where there was 
no cost of differentiation, Figure 3, somewhat less will be produced, con- 
‘iderably less (percentwise) for the high-price market, and somewhat less 
t the other, since costs are slightly higher. Total receipts will be OBEM 
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plus OAFQ, total costs will be OCGT plus BRSE, leaving the small prof; 
CRSK minus AFJC. 

In this case all of the conclusions outlined in the earlier section would seem 
to be appropriate except the comment that as demand grows the “discrimina. 
tion” would be eliminated if competition were increased. Although this redyc. 
tion of “discrimination” would be expected to result to some extent, there 
would be no reason to expect the elimination of the differential (over and 
above the differential in cost) unless there were major changes in the slope 
of the demand curves, which is unlikely in this case. 

Where a single product is being manufactured, such as “firm power,” the 
introduction of competition can be expected to flatten the demand curves oj 
each user materially, so far as an individual producer is concerned. And a 
utility commission can proceed on that assumption once “capacity” output 
is attained. Under monopolistic competition, on the other hand, such a 
flattening may not occur. And some users may be strongly attracted to er- 
pensive “de luxe” lines even though they may freely buy more economica! 
“standard” models. It is doubtful if we may fairly charge “discrimination” 
against the “high-price” customers in this case, even when capacity produc. 
tion could be had without using “discrimination.” But certainly public policy 
can be in favor of a full disclosure of the facts concerning the merits of the 
“standard” and “de luxe” machines. 

While presumption against price “discrimination” should be maintained, 
a particular case apparently could have socially acceptable results, if the 
conditions indicated above, rapidly falling average cost curves plus insufficient 
demand at any single price, are fully realized. 

D. A. WorcESTER, JR.* 


* Electric power which can be used at the convenience of the purchaser. 
* The author is assistant professor of economics at the University of Washington. 


The Marginal Revenue Curve under Price Discrimination 


Professor Troxel has made a considerable contribution in applying economic 
theory to public utility practice in his recent text, Economics of Public 
Utilities. However, the twin problems of differential and marginal cost pricing 
which are basic to utility pricing theory remain a source of error and con- 
troversy since Professor Troxel has been a little too uncritical in accepting 
the positions of several writers on these subjects. The error is closely related 
to the fatal flaw in the Hotelling-Lerner marginal cost pricing theory. 

There are two common theoretical approaches to the problem of dis- 
criminatory or differential pricing. Joan Robinson’s method of using individual 
demand curves for each of the markets is more exact but it is complex and 
does not lend itself too well to marginal cost pricing analysis. The method 


*Joan Robinson, Economics of Imperfect Competition (New York, Macmillan, 1956 
pp. 179-208. 
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; adapted only to discrimination between markets—not to the discrimination 
that exists when a single customer is presented with a series of prices to be 
applied on the basis of the quantity of the product taken. A second and 
easier method is that of using a single demand curve and assuming that the 
monopolist is able to apply one price to the upper section of the curve and 
successively lower prices to each of the several lower sections. Considering 
the wide variety of the ways in which discrimination may be practiced, this 
method of classifying customers is largely within the power of public utility 
management. In any event, it clearly indicates why a utility company is led to 
sell part of its output at marginal cost. In the accompanying diagram cus- 
tomers making up the demand O-Q, would be charged P,, customers making 
yp the demand Q,-Q. would be charged P., and so on. 


This second procedure requires several basic changes in the orthodox 
methodology of Chamberlin and Robinson. The average revenue curve will 
not correspond to the demand curve but will lie above it as soon as the second 
price is set up.? Professor Troxel has grasped this notion (pp. 624-25) but 
has failed to appreciate the corollary that under perfect price discrimination 
where every customer is charged the maximum price, he will pay for each 
wit) the demand curve becomes the marginal revenue curve. At any rate 
he is led (pp. 634-35) to draw an orthodox and continuous marginal revenue 
curve to be applied under conditions of price discrimination. 

This is incorrect. The segregation of a certain portion of the demand to be 
“ld at a higher discriminatory price breaks the marginal revenue curve at that 
uutput. A new and entirely different marginal revenue curve begins at the 
‘ame Output coincident with the demand price. As Professor Troxel presents 
the situation, there is no further inducement to the firm to practice price dis- 


For a discussion of this point and its implications see E. W. Clemens, “Price Discrim- 
mation in Decreasing Cost Industries,” Am. Econ. Rev., Vol. XXXI (Dec., 1941), p. 794. 
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crimination, where as a matter of fact it can be carried profitably to th 
point where marginal cost is equal to demand price. 
The diagram on page 389 illustrates the point. MR represents an ortho. 


dox marginal revenue curve as used by Professor Troxel. If a single price js jy . 
be charged, it will be P, as determined by the intersection of MC, and Mp Emile 
Then it is assumed that new conditions give rise to a new marginal cost curye _— 
MC;, and that the old price P, is maintained for the output O-Q,. A new di. Zi Prof 
ferentiated price is to be established for additional output. The new price fae? P 
however, will not be P, as determined by the intersection of MC; and MR, 3; the sy’ 
Professor Troxel maintains, but a lower price, P;, determined by the inter. bankin 
section of MC; and the new marginal revenue curve MRs. Once a certain por. deposit 
tion of the output, O-Q,, has been segregated, the marginal revenue cur: with é 
is broken and a new one started at the established price, P;. Similarily, th _— 
establishment of the price P; for the output Q,-Q, starts a new MR curv. nd Gt 
MR,, which may determine the third price, P,. bank-c 
The graphical method of drawing the saw-toothed marginal revenue curv sa 
is derived in part from Robinson’s Economics of Imperfect Competition (pp, an ' 
30-36). The significant deviation in procedure is that after each discriminatory went 
price is established, beginning with the highest, the marginal revenue curv o— 
is truncated and a new zero output axis is set up at the output corresponding ~* ry 
to the established price. Thus after P, is determined, the new zero output axis ~ayal 
relevant to MR; passes through Q, and P;. Similarly, the axis through ( Baad 
and P; becomes the zero output axis for establishing MR,. It follows that the a .. 23 
marginal revenue obtained from selling a unit of output beyond Q, efter ?, eo 
is established is just a little less than P, rather than the relevant point on the Abe 
continuous marginal revenue curve MR. ane 
It is apparent that the more nearly complete differentiation becomes, th the pe 
more closely the series of MR curves approaches the demand curve. It is als as 
apparent that the ultimate limit of price discrimination is where P, D, MC ani The 
differentiated MR are equal. This is equivalent to saying that in practic Me, ..., 
utility companies tend to increase production to the point where margin! Hi, on 
cost is equal to demand price. The widely accepted Hotelling marginal cos! equal.® 
pricing theory is practically invalidated by this fact—particularly in so fa 
as it applies to utility and railroad industries.* The similar theory of Lemer “Pro 
and his “Rule” are also made invalid if decreasing cost industries practice June, 
price discrimination.* And practically all of them do in some manner to some ~ 
degree. 
E. W. CLeMEns* 
* Harold Hotelling, “The General Welfare in Relation to Problems of Taxation and Rai- hy 
way and Utility Rates,” Econometrica, Vol. 6 (July, 1938), p. 242. Professor Troxel di Wits 
cusses the Hotelling thesis without criticizing its theoretical aspects. The present writer Op i 
taken exception to it, op. cit. n. 2. See also R. H. Coase, “The Marginal Cost Controversy,’ Even 
Economica, Vol. XIII (N.S.) (Aug., 1946), p. 169. i oa 


*A. P. Lerner, “Statics and Dynamics in Socialist Economics,” Econ. Jour., Vol. XLVI 
(June, 1937), p. 253, in particular, and in his Economics of Control (Macmillan, 19 
in general. 

* The author is professor of economics at the University of Maryland. 
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Professors Pritchard and Benoit-Smullyan on Bank-Financed 
Functional Deficits: A Reply 


In the June, 1947, number of this journal, Professors L. G. Pritchard and 
Emile Benoit-Smullyan published two critical comments’ on an earlier article 
of mine.” 
professor Pritchard holds that my conclusions “are vitiated by the largely 
false premises on which they are based.” He terms “erroneous” my view that 
the systematic creation of deposit currency requires that borrowers from the 
banking system, and the successive recipients of the proceeds of bank-created 
deposits must, in effect, lend them back to the banking system pari passu 
with their creation. 

Since my view of this matter, to the best of my understanding, explicitly 
or implicitly, underlies all of the modern explanations of the phenomenon of 
bank-credit creation, I am unable to perceive the point of his dissent. While 
individual banks, generally speaking, do lend (minus required reserves) only 
that which has been deposited with them, the banking system (restrained by 
reserve requirements) must continuously attract and retain the deposits to 
which its operations have given rise, if it is to be able to lend (create) any 
additional deposit money in excess of its reserves. Hence, it seems that Pro- 
fessor Pritchard is wrong in, or presenting an irrelevant argument to support, 
his conclusion that “the decisions of existing depositors, whether to ‘lend’ 
through the commercial banks or not to ‘lend’ through them, has no direct 
effect on the lending (i.e., credit-creating) ability of the commercial banks.”* 

While correctly pointing out that banks create deposits “through a system 
process,” Professor Pritchard finds it “obvious that when a commercial bank 
creates a new deposit in favor of a borrower, this deposit does not represent 
the savings of the borrower. Nor does the expenditure of such deposits bring 
about any such metamorphosis.’ 

The correctness of the first statement may be granted; but the second does 
not necessarily follow.’ My analysis is implicitly based on the same logic 
by which Keynes came to the conclusion that saving and investment are 
equal.° If it can be said that changes in bank lending and investing (for 


‘“Professor Poindexter on Functional Finance,” Am. Econ. Rev., Vol. XXXVII, No. 3 
June, 1947), pp. 397-402. 
_ “A Critique of Functional Finance Through Quasi-Free Bank Credit,” Am. Econ. Rev., 
|. XXXVI, No. 3 (June, 1946), pp. 311-23. 

"No conscious decision or intention on the part of depositors, to lend or not to lend 
their cash holdings to others (via the banking system), is necessary to qualify the system 
aa vehicle for lending (creating) credit. It is sufficient, whatever the motive, that the 
vanking public persist in consenting to being owed by the banks. 

“Op. cit., p. 400. 

"Even the first statement is disputable if the assumption (implicit in all analyses of 
ompetitive demand and supply) is made that the individual bank has to adjust its lend- 
Ng policies to data which, to it, constitute parameters. 

, Feynes had the following to say on this point: It is perhaps a species of “optical 
“usion” which explains the prevalence of the notion “that a depositor and his bank can 
‘menow contrive between them to perform an operation by which savings can dis- 
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financing the acquisition of already existing wealth as well as the producti, 
of new wealth) engender changes in prices (of claims to, as well as, wealth) 
incomes and savings—through a process which produces an equality betwee, 
saving and investment (of the bank-created deposit money)—it matte, 
little that there may be a theoretical time margin of anteriority in the genegi 
of each successive installment of newly created deposits as against the ¢or. 
responding real savings. The resultant aggregate effect is a reflection of , 
multitude of individual decisions as to consuming or saving—which saving 
incidentally, is, as Keynes says, “just as genuine as any other savings.” The 
Keynesian way of looking at the problem seems to me to justify a reversion 
to the old classical view that the commercial banks are merely a medium o 
vehicle (albeit a dynamic one) through which the banking public syp. 
chronously provides (though without conscious intent) the real substance 
which validates the supply of and prompts the demand for bank-created money 
claims.” alles 

Professor Benoit-Smullyan objects to my general argument that receipt by cod 
the banking system of interest payments from the government is justified by Zi The 7 
“the cumulative real cost of vesting in the government command over present 
as against future goods”; and, inferentially, my view that “‘the costs of bank 
credit creation are essentially the same as those borne by the individual 
saver-lender.”* His reasoning is that, save under conditions of full employ- 
ment, “Deficit financing is socially costless because it does not take from 
any private users what they would otherwise have enjoyed.”® 

I hold no brief for the time-preference theory of interest, in a situation of 
underemployment, though, unfortunately, my formulation may well have 
implied that I do. The intent of my argument was to show merely that the 
maintenance of a banking system entails real costs which are unavoidable 
if recipients of money payments are to be continuously induced to keep their — 
money assets in the form of deposits—without which the banking system could ment di 
not generate net increases in the supply of deposit balances. In other words, it Prof 
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appear into the banking system so that they are lost to investment, or contrariwise, that wor 
the banking system can make it possible for investment to occur, to which no saving cor- intatio 
responds.” The General Theory, p. 81. Incomes and prices (prices of securities included conseqt 
“necessarily change until the aggregate of the amounts of money which individuals choos amount 
to hold at the new level of incomes and prices thus brought about has come to equality 
with the amount of money created by the banking system.” /bid., pp. 84-85. “Moreover, 
except in conditions of full employment, there will be an increase of real income as wel 
as of money income.” Furthermore, “it is impossible that the intention of the entrepreneur 
who has borrowed in order to increase investment can become effective . . . at a faster 
rate than the public decides to increase their savings.” Ibid., pp. 82-83. 

For the benefit of the skeptical reader, I might add that, after a recent review of the sees 
literature relating to this issue, I have discovered no effective refutation (in fact, © ubitrari 


persistent denial of) the formal validity of this proposition. tive) co 
"It is interesting to note Keynes’ adumbration of this thought in his observation tha! olanatio: 
“the old-fashioned view that saving always involves investment . . . is formally sounder differenc 
than the new-fangled view that there can be saving without investment or investmett ndividu 
without ‘genuine’ saving.” The General Theory, p. 83. tion of g 
* Cf. my article, op. cit., p. 313. ' Thid 


cit., p. 397. Ibid 
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sot necessary that one espouse aay particular theory of interest, such as 
se ‘ime-preference theory, in order to justify the view that money cannot be 
obtained from private individuals or agencies (banks included) without the 
sayment of interest. Indeed, the very fact that, even in time of depression, 
the government has to obligate itself to pay interest on its borrowings con- 
gitutes prima facie evidence of its inability to obtain bank advances, or any 
other means of command over economic goods, at a zero rate of interest. 
“Another of Professor Benoit-Smullyan’s contentions is that “additional” 
jeficit financing, should it prove necessary in the post-transition period, need 
not be financed by borrowing at interest, because, if the policy of deficit 
anancing is successful in achieving approximately full employment, “bank 
earnings will presumably remain adequate—even if a portion of the incre- 
ments in circulating medium required to service a continually expanding 
economy does not become a source of income for banks.”** However, he 
oredicates this view on the maintenance of existing interest rates and the 
retention by the banks of their presently held portion of the national debt. 
The last presumption begs the question. By what device would the govern- 
ment manage to perpetuate existing interest-bearing government securities in 
bank portfolios, pari passu with their maturation? Assuming that this were 
a manageable detail, how would the government manage to maintain the 
market value, and, hence, the needed interest income, available to banks, 
‘rom existing and new private and governmental securities—if the government 
were pumping additional new money into the economy from whose creation 
no revenue accrued to the banks? 

In so far as competition among banks is “pure,” and the cyclical pattern 
fiscal and central banking policy is predictable, it is difficult to find reasons 
for believing that, in an underemployment situation, the banking system could 
exact any undue recompense for the creation of new funds to finance govern- 
ment deficits. 

Professor Benoit-Smullyan states that “taxes used to make payments of 
interest on principal on the national debt will have considerably less anti- 
inflationary effect than taxes going into a retained budget surplus, and that 
consequently the piling up of an interest-bearing debt will increase the total 
amount of taxes it would be necessary to collect before tax collections began 
to have an appreciable anti-inflationary effect.’ 

In principle, this is admittedly correct, but it is a relevant consideration 


“The possibility that the government might freely provide “green cheese” (money), 
a Keynes suggests, to satisfy liquidity preference, does not impair the validity of this 
proposition, since all of the relevant variables (expectations, liquidity preference, prices, 
ncomes, including bank income, etc.) will change in the measure that will reflect the 
arbitrarily changed economic situation and, hence, the generally estimated real (subjec- 
ive) costs incurred by foregoing liquidity as against its alternative. Hence, as an ex- 
planation of the phenomenon of interest, I see, in this connection, no practically relevant 
diference in principle, between the real cost of foregoing liquidity—which is preferred by 


ad iduals and banks to illiquidity—and the real cost of foregoing the present consump- 
n of goods over which one has command. 
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only to the extent that credit creation is carried to the point at which anti. mode 
inflationary taxes prove to be necessary.’* This contingency contemplate; econo 
the creation of new money beyond the point presupposed by the logic oj ] 
functional finance. Professor Benoit-Smullyan’s observation implies merely i 
that, in determining the proper amount of anti-deflationary injections of new ably | 


money, due anticipatory allowance should be made for the increased effectiye ble ca 
demand which would result from the payment of interest to holders oj that t 
government securities. If the tenets of functional finance are accepted, the | also 
greater interest costs of bank-created advances to the government are, for the years, 


most part, purely nominal and irrelevant. In other words, such additionally 
burdensome taxes as he refers to would be necessary or proper only if, and 
to the extent that, mistaken estimates were made of the needed deficit-financed 


injections of new money for the purpose of combatting unemployment. Hence. note | 


in principle, I see no net social advantage to be expected from an interest-free tion. 

method of deficit financing except to the extent that it is a demonstrated means by mi 
(which I believe I have refuted) of avoiding social costs equal in amount to saving 
those entailed in transferring required interest income to the banking system. the w 


Professor Benoit-Smullyan takes an optimistic view of “the possibility oj Pos 


getting anti-inflationary taxes, once there is a reasonable degree of public Cartel 
understanding of compensatory fiscal policy.”** the in 
I am not disposed to deny this “possibility,” since it is essentially a matter quarte 


Tha 
utiliza 
Carter 


of opinion. But, because it is relevant to the question of the advantages and 
disadvantages of interest-free (as against orthodox) methods of deficit financ- 
ing, it should be noted that successful use of anti-inflationary taxes would 


require a high order of success in disabusing the public mind of the “money return 
illusion” and repression of the notoriously refractory propensities of special- by the 
interest groups of taxpayers. The intractable nature and magnitude of the recone 
problem are emphasized by the fact that many prominent economists (who if he | 
presumably are well informed members of the public) opposed the view of those 1945? 


Hov 
under- 
the ne 
used i 
Moreo 
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noted economists who insisted that maintenance of the recent high tax rates 
was necessary to restrain existing inflationary forces. 
J. Cart 


** But, in so far as such taxes impinged upon the recipients of the interest payments 00 
government securities, this fact would not be a relevant objection. 


Ibid., p. 399. 
* The author is professor of economics at Roanoke College. 


The Prospect for Economic Growth: Rejoinder Nat. Bi 


The first part of Mr. Carter’s comment, in the December, 1947 number 0! The inc 
this Review, on my article, “The Prospect for Economic Growth,’ which to Jan. 
appeared in the March, 1947 number, indicates certain misunderstanding 0! The inc 


what I said. 

1. I do not think my use of the terms economic growth, capital formation ide 
and rising standard of living can have caused confusion in many minds fs 
They are related, but are not identical concepts. That economic growth in 4 the inde 


| 
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dern economy is dependent, by and large, upon capital formation is an 
conomic truism which I take for granted and which, I think, one ignores 
ly at his peril. 

_] do not state that the cessation of business capital formation “prob- 
y resulted from a cessation of saving.” Instead, I first suggest it as a possi- 
je cause to be explored and then proceed to demonstrate, in section 2 (p. 25), 
hat there was no cessation nor even a radical diminution in individual savings; 
| also show that more than half of the great business dissaving in these eight 
vears, 1931 to 1938, appears to have been made up in the three years, 1939 


I do not argue that “there must be money saving in order that there be 
real + saelinds Instead, my argument is exclusively in “real” terms (see my 
note 10). Mr. Carter says, “Real saving is identical with net capital forma- 
tion.” In the aggregate, yes; at the several levels, no. (This is clearly shown 
yy my Table VI.) The whole point is that the source and channeling of real 
savings changed, so that there was no net business real capital formation for 
the whole period. 

Possibly these misunderstandings were not general. But I do not want Mr. 
Carter’s remarks on “under-utilization” to pass uncontested, as I have 
the impression that this little “alibi” is a currently popular one in many 
juarters. 

That there was a period during the early ’thirties when there was under- 
utilization of all resources, capital and labor alike, no one doubts. But Mr. 
Carter’s own figures show that, by 1936, his rate of utilization of capital had 
returned to the level which he states was normal from 1923 to 1929, and that, 
y the early 1940’s, it had become higher than ever before. How does he 
reconcile these figures with the supposition that there was under-utilization, 
if he is considering the period I considered—that is, 1930 to 1943 or even 
1945? 

However, Mr. Carter’s figures are not really to the point. The thesis of 
under-utilization, in connection with the flow of goods to consumers or even 
the net national product, can only be conceived to apply to the real capital 
used in producing such product. That confines it to business real capital. 
Moreover, the concept is only applicable to business real capital in the form 
plant (improvements) and equipment. Professor Kuznet gives us estimates 
‘these items for 1919 and 1939, and a fair basis for a guess as to 1929.? 


The figure for business plant and equipment as of Jan. 1, 1919, is the sum of lines 
, 3, 4a and 18 in Table IV 7, National Product since 1869, Simon Kuznets (New York, 
Nat. Bur. of Econ. Research, 1946), The estimate for Jan. 1, 1939, is the sum of these 
items plus additions for the years 1919 to 1938, inclusive, shown in lines 1, 2, 3 and 14 
if Tables IV, 89 (ibid.). The guess as to the same items for Jan. 1, 1929 is made as follows: 
The increase in aggregate improvements and equipment which occurred from Jan. 1, 1919 
to Jan. 1, 1939 is shown by deducting line 10, col. 5, from line 12, col. 5 in Table IV 11. 
The increase b perm Jan. 1, 1919 to Jan. 1, 1929, derived by deducting line 10, col. 5 from 
- 11, col. 5, same table, is about 85 per cent of this amount, Applying this percentage 
the di eal between 98.495 and 118.452, the foregoing items of business improvements 
and equipment only, gives 115.458 for Jan. 1, 1929. This may understate the 1929 figures. 
If so, the index of utilization was then lower than 1/1.51 or 1/1.33, and the increase in 
dex from 1929 to 1939 was greater than shown below. 
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He also gives us estimates, for all three years, of the flow of goods to oop, 
sumers as well as of net national product, which is the usual basis for meas. 
uring economic growth.’ Here are the results in billions of dollars, at 197 
prices, with the derived indices.* 


1919 1929 | 1939 
1. Plant and Equipment 98.495 115.458 118.452 
2. Consumers’ Goods 50.2 76.4 85.1 
3. Index of Utilization Peri Sear 3 Studie 
(2 over 1) 1.93 1.51 1.39 i 
4. Net National Product 58.2 86.9 90.1 In 
5. Index of Utilization passer 
(4 over 1) 1.69 1.33 1.31 are, t¢ 
Perha 
It appears that the index of utilization improved markedly from 1919 to Pr 
1929, but also that it improved slightly from 1929 to 1939. That certainly fame ®S‘" 
does not indicate under-utilization in 1939. If anything, it indicates the oppo. The 
site. But the striking fact that these estimates bring out is the marked slowing Mm “ 
down in the second period (percentages in round figures). “spe 
fotel 
1919-1929 1929-1939 intere: 
Increase in flow of goods to consumers about 50% about 11% to ill 
Increase in net national product about 50% about 3% somes 
Increase in plant and equipment about 20% about 3% The 
These figures seem to be in accord with the truism that, in our economy, The fi 
economic growth depends on business capital formation. They also indicate theory 
that, for the whole prewar decade, things were not going well with us, chiefly, go as 
at least, because of the lack of adequate net business capital formation. It does Ha judgm 
nothing but harm to blink these facts, or to explain them in a way that does pound 
not withstand analysis and that only serves to distract attention from the real analys 
trouble. It seems likely that really careful estimates would show that, from distort 
1936 to 1945, there was a higher rate of utilization than in any period since nomic: 
fixed capital became so important in our economy. In fact, the rate was prob- certail 
ably so high as to constitute a serious threat for the future unless net busines Thr 
capital formation is resumed on a large scale.‘ bolism 
C. Rernotp Noyes* made 
* These are the figures for the full years 1919, 1929 and 1939. See Table I 19 (ibid.) es 
under “Peacetime Concept.” The comparison of plant and equipment, as of Jan. 1, wit! one 
output for the subsequent year is not too inexact. the lit 
* These indices are in the form of reciprocals of those of the type Mr. Carter uses The 
It seems hardly proper to state the variations in a magnitude in the form of an index ineeiion 
which varies inversely with the magnitude. supply 
‘Estimates of capital consumption are based on quantities of capital, not on quantities intende 
of output. Therefore, the true using-up of capital may have far exceeded estimated capits! ? The 
consumption. Moreover, replacements and additions can no longer be made at the ol out x 
costs on which these estimates of capital consumption were based. curves, 


* The author is chairman of the National Bureau of Economic Research, Inc. second 
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Economic Theory; General Works 


studies in the Theory of Welfare Economics. By MELVIN W. RepER. (New 
York: Columbia Univ. Press. 1947. Pp. 208. $3.00.) 

In the next generation economic theorists may become as extinct as the 
passenger pigeon. The majority of the postwar students of analytical ability 
are, to paraphrase William James, off pursuing the bitch-goddess fiscal policy. 
Perhaps this is as it should be. But it is almost with nostalgia that one turns 
to Professor Reder’s theoretical analysis of welfare economics at the most 
abstract level. 

The author, not yet thirty, is nevertheless of prewar vintage and has had 
the inestimable privilege of studying at three great economics centers— 
California, Chicago, and Columbia—and under such teachers as Lange, 
Hotelling, and J. M. Clark. In addition, he has brought to the subject a keen 
interest and a fertile, creative mind. The result is a work that should help 
to illuminate some of the obscurities of the important subject of welfare 
economics. 

The book is only two hundred pages in length. It is divided into three parts. 
The first section of eight brief chapters summarizes and extends the existing 
theory of the “new welfare economics” (i.e., the body of thought that tries to 
go as far as it can without introducing specific ethical interpersonal, welfare 
judgments). The second section is primarily in the nature of a digression, ex- 
pounding in clear language some of the recently developed theories of dynamic 
analysis. At a first reading this section can be skipped entirely with little 
distortion of continuity. The final brief section is entitled, “Welfare Eco- 
nomics ard Full Employment.” It deals at the most abstract level with 
certain fundamental welfare issues raised by a full-employment policy. 

Throughout the book there is no reliance at all upon mathematical sym- 
dolism, which should immensely widen the book’s influence. Extensive use is 
made instead of graphs, and these, for once, are well drawn and produced 
on a large enough scale to be easily comprehended.” 

As befits a work begun as a Ph.D. thesis, there are numerous references to 
the literature and attempts to identify the contributions of different writers. 


‘The third section’s analysis logically follows that of the first section, but with one 
cross reference to the second section. This reference is to the definition of “aggregate excess 
supply price,” referred to as being on p. 150 but probably, because of a printer’s error, 
intended to refer to p. 162. 


*The drawing on p. 56 appears in error in that the marginal curve to the long-run unit 
cost curve bears a false relation to the latter curve and to the short-run marginal cost 
curves. Again on p. 108, curve II should probably pass through the origin, falling from the 
second into the fourth quadrant. Neither of these slips is of any consequence. 
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It is more a reflection of the present state of economic theory than upo 
the author that: (1) there is not a single reference to a contribution in any 
language other than English, and almost none to a writer not now living in 
England or the United States; (2) with the exception of Marshall and Fag. 
worth, hardly a paper is cited that appeared before this quarter of th 
twentieth century; (3) there is not even one reference to such non-economi 
theorists as Max Weber, Thorstein Veblen, Karl Marx, or, mirabile dictu, Jon 
Maynard Keynes. 

This shows what a cosy little circle modern economic theory really js 
Even Allyn Young, who died as recently as 1928, would hardly know th 
names of most of the writers, much less be familiar with their concepts. By 
within the confines of this rather narrow circle, there seem to be a few 
serious mistakes of omission. The first is a failure to refer to Abram Bergson’ 
contributions, both in his The Structure of Soviet Wages (Cambridge, Har. 
vard University Press, 1944) and more importantly in his fundamental 193 
article in the Quarterly Journal of Economics. This latter is an especially 
serious omission since Bergson was the first to create a “general welfare 
economics” which co-ordinates the “old” and the “new” welfare economic 
by means of the concept of a “social welfare function.” Secondly, the author 
seems unaware that the true grandfather of the “new welfare economics’ 
(with an assist from Edgeworth) is Pareto, and that Barone is his intellectual 
son. This is an historical slip that he could not have made had he bee 
acquainted with Bergson’s paper. However, Reder is in good company in this 
regard, since neither Lerner, Hicks, nor Kaldor seemed to be aware of their 
historical predecessors. Also, if we are to be meticulous in assigning credit for 
priority in independently rediscovering the basic principles of the new welfare 
economics, insufficient credit has been given in the recent literature to th 
early articles of A. P. Lerner in Economica and the Review of Economic 
Studies. Because welfare economics is rather an intricate study, which until 
now one could as easily puzzle out for oneself as learn from previous state. 
ments, there has been a tendency for each writer—once he sees the light— 
not to realize that others had already glimpsed it, and announced, albeit 
cryptically, its longitude and latitude. Other omitted writers could be men- 
tioned—e.g., J. E. Meade and R. F. Kahn—but it would be captious to except 
from the author of a single slim book comprehensive coverage. None of the 
mentioned shortcomings would seriously impair the book’s function in making 
available to the interested reader the present state of the new welfare eco- 
nomics.* 

Finally, to bring this perfectionist’s catalog to a close, the nonspecialis 
will not be troubled—but the advanced student may well be—by an oct 
sional lack of ideal precision in the footnote references. For example, on page 
20, footnote 14, the reader may gain the impression that the cited work 0! 


* As I discuss later, it is a more serious defect—from this viewpoint—for Reder not 1 
have mentioned or analyzed Professor Scitovszky’s important qualification to the nev 
welfare economics. (See T. de Scitovszky, “A Note on Welfare Propositions,” Rev. Econ. 
Studies, Vol. IX, No. 1, [Nov., 1941], pp. 77-88). This is an incomprehensible oversigi', 
since it involves points of substance, not merely of historical orientation. 
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upon fEELange attempts to resuscitate individual cardinal utility. Again, on page 27, 
any Miithere is a reference to Viner’s and Scitovszky’s discussion of collective in- 
ng in MMiiicifference curves, but it is made in connection with the slightly different prob- 
‘doe. Mem of production (rather than preference) conditions, in connection with 
+ the Mlmwhich Viner had not raised the same doubts. This is a small matter. But it 
omic Mis important that a Scitovszky’s use and definition of collective indifference 
John Hmecurves—a brilliant contribution, by the way—does not so much counter the 

Viner objection as in a sense reinforce it. In any case, an extremely important 

y is aspect of the new welfare economics is involved and is worth developing. 

r the it would be ungracious to dwell upon what are after all only minor blem- 
But hes in an important work—particularly since the author is so unpretentious 
fey Mtn his claims, alleging at many places simply to be expounding already estab- 

son's Mlmlished doctrines. In this he is surely over modest, since there seems to be no 

Har. Mmmsubject that he touches upon which he does not have new light to shed. 

1938 A few specific comments may be briefly noted. Throughout the book the 

ially Mauthor confines himself to the new welfare economics, never going beyond 

fare Hthe weakest interpersonal ethical axioms. This is his privilege, but it is to be 
mics (Mehoped that on some future occasion he will relate the new to the general. 

thor From Chay »ter I on, Reder identifies “a move which could make some people 
rics” Mbetter off and no one worse off” with a certain defined “algebraic sum of 
ctual ompensating taxes and bounties.” The definition of this magnitude is done 
been fmmtoo briefly (perhaps some indifference curve diagrams might have helped) ; 
this mand there appear to be some important glossed-over ambiguities, especially if 
their Mamechoices between far-apart situations* have to be made. (Even on the “local” 

t for evel there may be significant difficulties with the concept, unless it is made an 

lfare mmespecially simple tautology.) 


) the In Chapter II, seven marginal conditions of welfare are set down, and 
omic jmectearly demonstrated. These are all correct but should not be interpreted as 
until Mall being independent, since some can be derived from others. Also, the list 
tate. ould be lengthened. It is perhaps desirable to note that the welfare conditions 
ht- Mimelways fall into two main categories (once we exclude interpersonal compari- 


Ibeit Heson): namely, individual preference conditions and technological production 
nef onditions. In Chapter III, Reder skillfully shows how the game of perfect 
cept ompetition can achieve these optimum marginal conditions. He seems on less 
the dlid ground in asserting (p. 40) that perfect competition will also achieve 
king Miethe necessary secondary inequality conditions for an optimum. Chapter IV 
eco Mmmprovides an excellent commentary on the welfare implications of impure com- 

petition, the section on partial versus general welfare economics being espe- 


alist ially original. Chapter V extends the analysis of “external effects” to the con- 
as well as production sphere. 

page In the remaining three chapters of Part I, new ground is broken. The pres- 
k of nt reviewer found the discussion of uncertainty very interesting, and the 


analysis of the “compensation question” in terms of ex post and ex ante a 


lat ‘Thus it seems doubtful if one could justify adding a fourth gasoline station at an 
“he intersection just because it could by some sort of pricing recover its costs; yet an unwary 
reader might regard this as a valid inference from the Reder definitions. 
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brilliant and novel contribution. But Chapter VI, on advertising, left hin 
a little cold. 

Part II, on dynamic analysis, explains in simple diagrams what has hithert) 
been stated primarily only in complex mathematical symbols. This defies sym. 
mary in a brief review; suffice it to say that students of theory, with no inter. 
est in welfare economics as such, will find this a valuable reading reference, 

One of the most important contributions in the Part III discussion of jy 
employment is Reder’s demonstration that providing stand-by jobs for any. 
one unemployed could, in a dynamic society, impair optimal resource alloca. 
tion. He proposes, therefore, a possible “modified full employment program,’ 
but with the following concluding observation: 


Broadly speaking, one of the advantages of our great wealth is that we can 
afford to waste. As we become increasingly rich, it becomes increasingly wn. 
necessary to scrimp in order to get the very utmost from our resources. Even 
if we were to grant (which we do not) that guaranteeing every individual 
job in his current occupation were subversive of welfare, viewed ex post, we 
would still argue that we are rich enough to bear the loss in the name of social 
peace and good order. 
PauL A. SAMUELSON 


Massachusetts Institute of Technology 


Konkurrenz und Planwirtschaft-Beitraege zur Theoretischen Nationalokon- 
omie. (Bern: A. Francke. 1946. Pp. viii, 240.) 


The Swiss Association of Economists and Statisticians formed a study 
group for economic theory in 1944. This was preceded by informal but 
regular meetings of economic theorists for the exchange of ideas. Papers were 
presented at the meetings and were critically reviewed by the participating 
members. Eight of these papers, revised after the discussion, are published in 
the volume under review. 

Competition and economic planning are the two topics discussed in the 
papers. Five authors deal with prices, pure competition, monopolistic com- 
petition and dynamic economics. The three other writers deal with specific 
problems of economic planning. The papers do not form an integrated book, 
nor are the problems analyzed from the same theoretical position. The main 
purpose of the studies was to stimulate theoretical investigations, and to 
review critically the recent tendencies in economic theory. How did the 
writers proceed and what were their findings? 

Professor Alfred Amonn examined the relationship between price theory 
and governmental price policies. Most governments have engaged in more oF 
less deliberate price policies. Fixed minimum prices are usually set too high, 
leading to an excess of supply over demand. Excess supply calls for produc- 
tion quotas. Price control has thus engendered production controls. Similarly, 
governmentally fixed maximum prices are usually set below the equilibrium 
price. This generates an increase in demand which exceeds supply. Rationing is 
introduced to limit the increase in consumption. Set maximum prices thus give 
rise to control of consumption. The author does not believe that these price 
policies actually enhance economic welfare. He advises governments to aim at 
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prices that correspond to equilibrium prices in competitive markets. How- 
ever, the problem of how a government agency could ascertain the equilibrium 
price is not discussed in the paper. 

The “model of perfect competition” is analyzed by Professor Walter A. 
Jochr. Two problems are considered: assumptions and conclusions of the 
theory of pure competition; relevance of theoretical models for the reality of a 
capitalist economy. The assumptions are condensed to ten, the conclusions 
are stated in twelve specific points, each of which contains the essential and 
generally accepted features of the model of pure competition. The same 
clear treatment is not accorded to the problem of how relevant the model is 
for economic policy. Any economic theory, it is said, must satisfy three condi- 
tions: it must explain how economic actions increase economic welfare, how 
such actions conform to the prevailing ethical principles of society, and how 
far the basic institutions of the existing economy are justified. The analysis 
of these problems is the function of economic “morphology.” However, the 
analysis of the market processes is the subject matter assigned to “Katal- 
laktik.’” This second branch of economics deals with the actual transactions 
in markets. The attempts to develop an “a-kausale Katallaktik” (Schumpe- 
ter) are rejected. It is said against them that a purely competitive economy 
never did exist. 

However, how can the actual market processes be analyzed? The author’s 
answer is: through the construction of models. The competitive model shall 
be followed by models for monoply, cycles, chronic under-employment, in- 
lations, deflations, etc. Approximating reality through an endless series of 
models is thus the theory of the author. This combines the approximation 
thesis with the “sequence analysis.” Neither one has been very successful. 
Their combination does not inspire much hope. The approach involves an 
analytical dismembering of economics in many parts which hardly can be 
synchronized in one systematic theory. It is therefore not surprising when 
Joechr does not tell us how the series of models can be integrated with his 
two other branches of economics. 

In his “theory of market forms and market relations,” Dr. Emil Kueng 
reviews in detail the theories of homogeneity and substitution of products. 
He considers preferences and sales efforts as forms of “psychological differ- 
entiation” which are handled in the same fashion as differences among prod- 
ucts. His main interest, however, is in the problem of exchange between 
homogeneous and heterogeneous goods. In the relations between one prime 
market with homogeneous products and several secondary markets with 
heterogeneous products, he finds some market forms—like pure monopoly and 
monopsony—not very meaningful. In spite of excluding some of these forms, 
Kueng concludes that in the interaction between two prime markets there 
are no less then 81 possible combinations of market forms. No attempt is made 
to assess the practical significance of these logical possibilities. 

What is the role of “competition in the model of a dynamic economy”? 
This is the problem analyzed by Dr. Boehi. For him, dynamics comprises those 
changes in economic activity which increase or reduce the employment of 
productive agents and thus affect the total aggregates in the economy. These 
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changes in the aggregates, the author believes, cannot be successfully analyze; sartie 
with a system of simultaneous equations. Following the suggestion of Frisch om 
(in his “propagation” paper of 1933), Boehi constructs a model of dynamic oe 
equations. The principle of a general interdependence among the aggregate; 


is maintained. Interaction is not simultaneous. Production plans of the pres. we 
ent are based upon market conditions and prices of the preceding period senior 
Present decisions and aggregates thus depend upon earlier magnitudes. The Become 
element of time is thus introduced into a system of inter-related aggregates HMB. the 
leading to periodical fluctuations of the magnitudes involved. In such a sy. Ma 


tem of dynamic change there is no tendency towards an equilibrium. The ¢p. thirds 


existing magnitudes do not interact directly and can thus not adjust them. period 
selves to each other. Even if all the conditions of pure competition shoul feelins 
prevail, the result of such competition would not be an equilibrium situation. # .ynt 
Instead, the different degrees of sensitivity and lags among the magnitudes HMB 334.3 
would result in continuous oscillations which—the author believes—wouli HM ,-ade 
be akin to the cyclical fluctuations of capitalist economy. as the 

Dr. Duetschler, in his study on the “starting point to a general dynamic HR worl 
theory,” believes that the system of simultaneous equations can be success. HMB -ho de 
fully employed in analyzing dynamic problems. Following Foehl and occa- B® mentic 
sionally Keynes, he describes a model of six equations, in which five present HMB institu 
a “foundation for a whole group of models.” The sixth equation contains his Hi only a 


starting point of dynamics. If this “monetary equation” is zero, or money re- HA choice 
mains neutral, one can calculate the ratio of growth in the economy. By as- Hi adequ: 
suming tentative values for his constants, the writer arrives at a rate of growth MiB events 
of 8.3 per cent per annum. If this net addition cannot be digested by an MiB inauer 
economy, clearing crises will eliminate the excess savings and thereby clear the HR The 
way for new investments. The study is concluded with a discussion of what Hiichapte 
would happen to savings and investment if one would assume inflationary BiBand ¢} 


instead of neutral money. policie 
The papers on economic planning deal with the types of planned economy i¥than ir 
(Emil Walter), the price and allocation problems in a socialist economy The 


(H. G. Bieri) and the relations between economic planning and governmental HiBnew g 
regulations (Eugene Bougras). The second paper is of theoretical significance accept 
Essentially it takes the position of Lange and Lerner and insists that the HiBof Con 
pricing problem can be solved in a modified socialist market economy. A reas 

ARTHUR SCHWEITZER Econor 
views | 
their d 
“there 
of pro 
are we 
the 
Nine 


Indiana University 


Economic History 


American Economic History. By Broapus MitcHELL and Louise PEARSON 
MITCHELL. (Boston: Houghton Mifflin. 1947. Pp. xi, 928. $5.00.) 

The Mitchells have added another very acceptable text in a field already 

reasonably well supplied with books written with what seems to be in the MiRciyi) y 

process of becoming a formalized organization of the material. It is definitely tective 

a more readable and interesting text than the majority of American economt Biiconditj, 

histories. As an example of vigorous, interesting exposition, Chapter VI! Bios the 
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carries the reader along, by re-creation of emotional patterns, through ex- 
cellent treatment of and quotations from parliamentary and colonial debates 
of the period. There is an excellent basis of factual material, but it is worked 
into the flow of ideas so that a feeling of excessive undigested statistics is 
avoided. This text probably would be a little light for work at the junior- 
snior level, at least when compared with Professor Chester W. Wright’s 
Economic History of the United States, but it should fit well into courses 
in the freshman-sophomore group. 

Many teachers of the subject are likely to feel that the use of almost two- 
thirds of the book to deal with developments up to the end of the Civil War 
period is placing an undue emphasis on the earlier stages of our history. This 
feeling increases when with a reading of the book considerable detail is en- 
countered on such subjects as the Harrisburg Protectionist Convention (pp. 
334-36), the various unsuccessful canals (pp. 356-64), or evils of the slave 
trade (pp. 478-88); and then in the latter portion of the book such events 
as the depression of 1873-1879 (p. 614), costs and financing of the First 
World War (pp. 777-79), or our international financial transactions during 
the decade of the 1920’s (p. 790) are dismissed with brief discussion or mere 
mention. It would seem that for an understanding of current problems and 
institutions this relative emphasis is open to question. But perhaps this is 
only a matter of personal opinion since the authors appear to have made this 
choice deliberately, as in their foreword they state “we have tried to give 
adequate attention to the opening span not only for the sake of recounting 
events in those long years but because developments then were of formative 
influence on our later national life.” 

The general organization is in the traditional pattern. The first seven 
chapters deal rather fully with the establishment of the American colonies 
and the developments which led to the Revolution. Explanation of British 
policies in the light of mercantilist doctrine is accomplished somewhat better 
than in most American economic history texts. 

The next seven chapters deal with the Revolution and the formation of the 
new government up through the War of 1812. The treatment follows well- 
accepted lines, but the chapters dealing with the failure under the Articles 
of Confederation and the development of the Constitution are very well done. 
A reasonable compromise is reached between Professor Beard’s views in his 
Economic Interpretation of the Constitution of the United States and the 
views of those demanding complete adoration for the founding fathers and 
their document. This approach is well summarized in their conclusion that 
“there is plenty of evidence of disinterested patriotism as well as designs 
of property” (p. 235). The underlying forces of the Whiskey Insurrection 
are well used to create an understanding of the conflict of interests between 
the frontier and the East. 

Nine chapters are then used to cover the ensuing period up through the 
Gvil War. The usual organization is followed, with chapters dealing with pro- 
lective tariff, internal improvements, banking, shipping, labor and industrial 
conditions, slavery, and the Civil War. Except for the extremely brief handling 
of the 1837 depression and complete acceptance of the Whig views on the 
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struggle over the Second Bank of the United States, the treatment is goog 
The chapter on “Slavery and the Slave Trade” with its emphasis on the Worl 
“seamiest side” brings out the emotional and ethical aspects of that great a ‘ 
struggle in a way that many histories have avoided, but this concentration " He 
on the abolitionist viewpoint is not likely to increase its popularity and sale . 

° cours 
with that segment of Southerners who prefer the scent of magnolia blossoms aie 
around stately plantation houses to the smell of the hold of a slave ship hae 
in their recollections of ante bellum days. “re 

The next eight chapters deal with developments following the Civil War Extre 
up to the First World War. The grewth of business combination is yell dissat 
handled with sufficient detail concerning the Standard Oil Company and the Mitck 
American Tobacco Company to give the student an understanding of actual wae 
devices used to secure monopolistic control. The economic problems facing 
the Supreme Court in its decisions under the Sherman Anti-Trust act are als 
well treated. But the remainder of the material in this section tends to sufier 
from excessive condensation for a book of this over-all length. Such items as 
business cycles, price movements, technological change, and population move- HB Cymy 
ments receive brief attention. Some confusion results from the tendency to 
throw unrelated material together without proper transition. Chapter XX1X 
particularly suffers as a catch-all collection. 

The Mitchells’ text follows the usual organization pattern of arranging 
the material following the First World War around the major cyclical move- 
ment of business, although this significant factor in economic development 
has been almost entirely overlooked in the organization of the first part of 
the book. It seems odd that after years of careful research by economists into Hi ,. 41,, 
business cycles and their history, most economic historians should continue idea 
to follow the lead of social and political historians in making brief reference MM 
to panics and then treating depression periods such as 1837-1843, 1873-1879 For 
or 1893-1897 as of minor importance. from 1 

It is in this last section of the book that the only important bias in his # ,,, «., 
torical interpretation overcomes objective treatment. Probably this is due to MM p....., 
the fact that the events are so recent in the memories of all of today’s writers es 
that some bias is impossible to avoid. The nature of the bias in this text is Out of 
well illustrated by the following quotation: “The depression following 192) HM, ., 
was not just an unhappy episode, but a true crisis in the historic sense. Mm ;.. 
later events were to indicate, only collective action, led and supported by MM 4:1, 
government, could attack collective ills. But President Hoover repeated thei... 
creed of reliance on individual action” (pp. 813-14). The treatment, hov- wm... 
ever, is not an uncritical acceptance of New Deal policies. Quotations from ieee 
Raymond Moley are used to show that the primary objective of early bank- “ng 
ing measures was the rehabilitation of American capitalism, not its destruction « 41 lo 
(pp. 819-21). In dealing with the causes of the 1929 collapse and evaluating breathe 
the various attempts to secure recovery, there is an emphasis upon mal- the sta 
distribution of income which implies the acceptance of a rather naive under- with we 
consumption cycle theory (pp. 792-96, 799-800). The TVA experiment . ie 
given very favorable treatment, but an interesting criticism is found on pag...) 
878 where it is pointed out that “it does not have direct representation “H, ...... 
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labor and consumers in its management.” The economic developments of 
World War II are treated briefly but excellently, considering the recentness of 
this experience and the space allotted to it. 

Here then is one of the better basic texts for the freshman-sophomore 
courses in American economic history. It is readable. Not only is the factual 
material there with a minimum of errors, but it is presented in such a way 
that students should be attracted to the subject rather than repelled by ma- 
terial which necessarily must stress a large amount of statistical information. 
Extreme advocates of the “Old South” or the NAM “‘line” are likely to be 
dissatisfied by certain sections of the book, but it is to the credit of the 
Mitchells that they did not dodge issues upon which they had basic convic- 
tions. Teachers of American economic history should certainly examine this 
text when considering a new adoption. 

R. M. HAVENS 
University of Alabama 


Commonwealth—A Study of the Role of Government in the American Econ- 
omy: Massachusetts, 1774-1861. By Oscar and Mary FiLuc HANDLIN. 
New York: New York Univ. Press. London: Geoffrey Cumberlege, 
Oxford Univ. Press. 1947. Pp. xiii, 364, $3.50.) 


This volume is the first of four projected studies of the relationships be- 
tween the state governments and the economy before 1860, sponsored by the 
Committee on Research in Economic History. This is a field which has been 
relatively neglected by scholars. With the trend toward greater participation 
by the national government in economic affairs, such studies will be especially 
welcome for the information that they will reveal about the past attitudes 
held by our citizens toward this controversial subject. 
For anyone who believes that the economy of the United States grew 
from the beginning of our national existence in an atmosphere of laissez faire, 
the findings of the authors of this book will come as a revelation. While the 
Revolution broke the political ties with Britain, there was no tendency in 
Massachusetts to subordinate the role of government in economic affairs. 
Uut of the unsettled conditions during and following the war, there emerged 
the conception of a Commonwealth “. . . with an identity and interests of 
its own, apart from those groups within it” (p. 30). Expounded by the more 
articulate and sophisticated members of the community, this concept sym- 
bolized to the common people the power of association that they had ob- 
served from first-hand experience. For a weak state, anxious to increase its 
conomic independence, it seemed only logical that the government should 
take a prominent and active part in the management of productive enterprise. 
“All looked to the Commonwealth, the guardian of the common interest, to 
breathe life into the productive system. From the growth of the economy would 
ihe state’s own stature grow, and, growing, suffuse the entire community 
with well-being” (p. 53). 

Vnly a lack of financial resources and a fear of debt limited the role of 
sovernment in Massachusetts largely to the granting of privileges. These took 
4 number of forms, including franchises, bounties, land grants, stock sub- 
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scriptions, the power to regulate fees in the case of doctors, and the like. The 
exclusive or monopoly features of such aid were justified on the grounds tha 
the economic activities involved would contribute directly or indirectly to the 
well-being of the community. Initially the state operated through already 
established groups or the towns. To encourage desirable but costly projects 
which the state, the local governments, or existing institutions were unwilling 
or unable to undertake, the state more and more resorted to the formation 
of new associations through the granting of corporate charters. The power 
to assess members for capital, in addition to the right to levy tolls, conduc: 
lotteries, or exercise monopoly power, made such grants attractive. 
Had the merchant class who held the dominant political power at the eni 
of the Revolution been able to maintain its position, the resulting pattern in 
Massachusetts would have born a marked similarity to the mercantilis 
policies being followed concurrently in Prussia or Russia. But political power 
in Massachusetts rested on a broad democratic base. As a result, privilege and 
incorporation soon lost their exclusive character and became widely accessible 
to the whole community. It became increasingly difficult to link specific proj. 
ects with the common weal. 
This diffusion of privilege coupled with a growing interest in reform gradv- 
ally changed the concept of the state’s role in the economy. On the one hand 
there was a demand for curbing the abuses of privilege by stronger regulation 
or by ending the granting of exclusive rights. At the same time there was a 
call for the state itself to provide services such as education, or the build- 
ing of roads and bridges which individuals or groups of individuals were u- oles 
willing or unable to supply. These considerations had led by the 1850's to be th 
a re-examination of the proper sphere of the government in the economy. 
“Somewhere, everyone knew, the state could act directly, somewhere it could 
legislate as arbiter, and somewhere it had no place at all” (p. 260). But a 
late as 1860 there was no disposition to adopt the attitude that governmental 
action and regulation were in themselves unacceptable. Only as the economy 
of Massachusetts became more inextricably a part of a national pattern and 
the regulatory power of the federal government began to overshadow the state 
after the Civil War, did the foreign ideology of the British classical econ- 
omists, reinforced by the conception of social Darwinism, lead to any wite- 
spread opposition to state action as such. 
The authors of this volume are to be congratulated for putting the de 
velopment of public policy in the United States into a clearer perspective 
In so far as Massachusetts was typical of other states, and the authors be 
lieve it was, there was no doctrinaire acceptance of the idea of laissez fair 
in this country until well after the middle of the 19th century. The larg? 
number of footnotes testify to the mass of material used in the preparation af ton 
the volume. These references, in addition to extended notes on primary sources ren 
and an unusually complete bibliography, will be of great aid to others who wish The 
to follow the trail marked out by the authors or who desire to explore some initial 
of the interesting allied problems their study suggests. radu 
Harotp F, WILLIAMSON 
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Soviet Legal Theory: Its Social Background and Development. By RuDOLF 
ScHLESINGER. (New York: Oxford Univ. Press. 1945. Pp. viii, 300. $5.00.) 
In his preface, the author has traced limits to his inquiry in that he has 
forbidden to himself, from the very outset, any interpretation of the legal 
theory of the Soviet Union from other than its own standards. Depriving 
himself voluntarily of a frame of reference external to values which are the 
object of his study, Mr, Schlesinger narrows down his investigation to the 
presentation of the Soviet point of view on the evolution of Soviet legal theory. 
To quote the author: “The study of revolutionary Russia can make the maxi- 
mum contribution to science and social reconstruction in other countries only 
if it starts from Russian rather than from imported, Procrustean standards.” 
One hesitates to follow the author in all possible implications of this stand- 
point. If it is true that every phenomenon of social life has to be studied in its 
proper setting in order to be understood, this elementary truth does not mean 
at all that one has to renounce the benefits of comparison, especially if one 
has in view a “contribution to science and social reconstruction in other 
countries.” 

The book contains ten chapters. In the introductory chapter, the principles 
of inquiry are established in agreement with the thesis stated in the preface. 
Arguing from the positivistic point of view the author announces his purpose 
to deal with the theory of Jaw only, and not with “the law itself in its work- 
ing’ although “a theory apart from its intended working would not be a 
relevant theory from the sociologist’s point of view” (p. 16), which seems to 
be that of Mr. Schlesinger. Thus only “intended working” will be considered, 
and not the actual working, however interesting and revealing it might be. A 
new limitation appears in this approach, which is bound to reflect upon the 
findings and their value. 

In the chapters which follow, the author deals with the evolution of this 
“intended working.” His point of departure is very important for the under- 
standing of this evolution. It is the theory of state and law found in the 
writings of Marx and Engels and in Lenin’s State and Revolution written on 
the eve of the October Revolution. Both the fathers of Marxian socialism and 
the leader of Russian bolshevism look upon the state as an instrument of class- 
domination out of place in the future classless society. According to this theory 
the road to this society leads from the dictatorship of the proletariat—the last 
form of state—to the “withering away” of all public power when no classes 
remain. From this point of view law expressing the force of the state would 
necessarily yield to social norms non-sanctioned with compulsion, as soon as 
public force becomes useless. Would these norms be based on moral pressure 
alone, or social habits followed automatically? This last problem has not been 
dealt with more specifically in the founders’ writings. 

| The evolution of Soviet legal theory is a process during which, from this 
intial denial of state and law in a classless society, Soviet theoreticians 
gradually arrived at the idea of socialist state and socialist law. Mr. Schles- 
inger makes us follow with him this process through the First Revolutionary 
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Period (Chap. III, years 1917-1921), the New Economic Policy (Chaps, IV-y. 
years 1922-1927) and the two Five Year Plans (Chaps. VI-VII, years 1928. 
1938). Chapter VIII is devoted to the study of “Present Problems of Sovie aside 
Legal Theory,” and the author deals in it with the period on the eve of World siste’ 
War II. Although the text itself contains very few references to war years plete 
the inquiry seems to include the evolution of Soviet legal theory down to as 
1943 (data relative to 1943 are mentioned in notes). There is, however, no enab 
special study dealing with the impact of the war on Soviet legal concepts, and of pt 
one regrets it, for in a society so sensitive to appeals of emergency this im- 
pact probably was not negligible. Mr. Schlesinger examines one after another regal 
the changing theoretical concepts, first in tracing a broad picture of the for ¢ 
economic and social background, and then explaining the pragmatic cop- with 
siderations leading to the change of the “intended working” of law. The survey 
of social and economic conditions has been done in a substantial manner, 
and it adds greatly to the value of the book. This is especially true of the part 
of it dealing with “The Victory of Economic Collectivism” (pp. 166-94), 
The evolution of Soviet legal theory, in this presentation, appears as a series 
of changing ideological tools serving the purposes of the Soviet government, syste 
different at different epochs. Has this evolution arrived at its final stage, or TI 
may new changes be possible, hidden in the mystery of future developments? perio 
One hardly can exclude the possibility of further evolution in view of the tirely 
pragmatic character of Soviet legal theory and the experience of past meta- acct 
morphoses. the n 

The field covered by the book includes Constitutional Theory, Criminal place 
Law, Matrimonial Law, Civil Law and Labor Law. Rules of procedure are whic 
referred to from time to time at different occasions. The author’s attention was | 
is, however, not equally distributed among these different categories of law in Sc 
with their peculiar theoretical aspects. Most attention is given to civil lav, New 
and next to it comes labor law. Very little place is devoted to constitutional with 
theory. the f 

In Chapter IX, on “The General Aspects and Prospects of Law as a Regu- civil 
lating Factor in a Socialist Society,” Mr. Schlesinger gives us his explanation existe 
of this preference for civil law. He is mostly interested with those aspects o! Stucl 
Soviet legal theory which, according to him, represent characteristics of s0- cepti 
cialist society, being independent of the pressure of external or internal was | 
emergencies of the moment. Less important, from this point of view, see law j 
to be “features of the Soviet legal system such as an attitude to political 
justice that can only be interpreted as a continuation of the Civil War; the of ci 
acceptance of the principle of analogy in an interpretation hardly compat- i 
ible with the principle of the security of the Law; the intermingling of polit ing a 
cal propaganda with justice, even in everyday cases, and, in Constitutional Th 
Law, a balance which results solely from the co-ordination of distinct social chanj 
interests within the party-caucus” (p. 264). As we see from the context, these 
characteristics of Soviet criminal and constitutional law are not essential {0 
the author, and he considers them as provisional. On the same grounds, 
“there is no sense in dwelling on special features of Soviet Administrative Lav were 
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nce we have resolved to regard its essential basis, the One-Party régime, as 
, non-essential condition” (p. 265, note). Soviet matrimonial law is “left 
aside for the reason that its general features correspond rather to a con- 
sistent bourgeois democratic revolution than to a socialist one . . . i.e., com- 
oletely equal status of women, freedom of divorce, etc.” (ibid.). One may 
ask the author, for he is not too clear on the subject, what is the criterion 
enabling him to discriminate between the essential and non-essential aspects 
of present Soviet law? 

What mainly interests Mr. Schlesinger is the evolution of Soviet theory with 
regard to civil law. The theoretical importance of this evolution is undeniable, 
for among all categories of law, civil law is the one most closely associated 
with the idea of property. It seems to be the very expression of the economic 
system based upon individual enterprise, and naturally there seems to be 
a contradiction between civil law and a society based not upon individual but 
collective economic activity. If, nevertheless, there has been civil law in the 
Soviet Union, its theoretical and practical meaning, in its evolution, inevitably 
will draw the attention both of students of law and of those of the Soviet 
system. 

The evolution of civil law in the Soviet Union corresponds to three different 
periods. During the years of War Communism, Soviet legal theory was en- 
tirely dominated by the idea of the future “withering away” of all legal norms 
according to which “Matrimonial Law and Labor Law were bound to form 
the main elements of socialist Law” (p. 54). This idea implies that there is no 
' place for civil law in a socialist society, and in the period of War Communism 
which had to play the role of a prelude to such a society, so little attention 
was given to civil laws that there is a question whether there was civil law 
in Soviet Russia in 1917-1922 (pp. 79-83). The second period was that of the 
New Economic Policy, during which a sector of private enterprise coexisted 
with that of collective economy. For the sake of economic relations within 
the private sector as well as of relations between the two sectors of economy, 
civil law had to be brought back into legislation. In order to justify the 
existence of a bourgeois conceptual system within a collectivistic society 
Stuchka and Pashukanis, in 1924, evolved the commodity exchange con- 
ception of law to which Chapter V of the book is devoted. This theory actually 
was a restatement in Marxian language of the traditional premises of civil 
law in bourgeois countries. What was particular to the theoreticians of the 
New Economic Policy period, was their accent on the provisional character 
of civil law in a country which expects to become socialistic in the future. 
This point of view was in agreement with the basic idea of the future “wither- 
ing away” of all legal norms, not yet challenged at that period. 

The third period, that of Five Year Plans, discarded the commodity ex- 
change conception; no sector of bourgeois economy remaining in the Soviet 
| Union, this theory, an outgrowth of a mixed economy, did not have any practi- 
cal justification under new conditions. However, civil law remained in a 
socialist society. During the years of the New Economic Policy, its concepts 
were used not only to regulate the relations between enterprises of the private 
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sector or those between an enterprise of the public sector and a private enter. 
prise, but also as a legal fiction between socialised enterprises. It proved to be 
a device on the part of the state to supervise the efficiency of its employee 
(p. 248) on the basis of economic accountancy in state enterprises, to which 
the fiction of autonomy is given in order to increase their responsibility. 
Civil law (or rather pseudo-civil law) “as between Soviet State undertakings 
is, indeed, part of Public Law—for it is a mere instrument of the most im. 
portant part of State Administration” (p. 257), an instrument so useful and 
efficient that it has been kept in spite of its bourgeois origin, under the old 
traditional Roman name. The Soviet economic system, in using this tool, jn- 
directly acknowledges its debt to the legal and economic experience of free 
enterprise society. 
Thus, in the last period of its evolution, Soviet legal theory arrived at the 
rehabilitation of civil law in a socialist society. In writings of Soviet legal 
thinkers it appears as a permanent component, along with other categories 
of law. But classes of society against which the revolution of October 1917 
was directed have been completely eliminated in Soviet Union. Should it 
not mean that the “withering away” of the state and legal norms based upon 
its power is about to begin? There is no such “withering away” in view at the 
present moment. This is being justified by the existence of a threatening capi- 
talist environment. It seems, however, that Soviet legal theory accepts the 
existence of state and law even under a completely communist regime (when 
there will be no threat any more), at least “the compatibility of a con- 
munist order of society with the continued existence of State and law forms, 
since Stalin’s letter to the propagandist Ivanov and his report on the 1939 
Congress, a recognised part of the Bolshevist creed” (p. 244). From its point 
of departure in Lenin’s State and Revolution Soviet legal theory gradually 
arrived at the rehabilitation of the idea of state. 
A chapter on “Soviet Conceptions of International Law” closes the survey. 
They are treated in their historical evolution. A not too extensive bibliography 
and an index are added to this volume so heavily loaded with content. 
Mr. Schlesinger has written a book which fills out a gap, being the only 
historical presentation of Soviet legal theory in English, as far as I know. It is 
on the whole an objective treatment of this very difficult matter, and i 
certainly will be useful to students of Soviet legal and economic history 
It should only be regretted that its reading is not an easy task because of its dow; 
heavy and involved language. g00c 
Marc SZEFTEL pret 
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Russia’s Postwar Economy. By Harry ScHwartz. (Syracuse: Syracuse Uni\ the | 
Press. 1947, Pp. 119. $1.00.) tions 
Professor Schwartz, known by his frequent comments in the daily press an “filte 
elsewhere on various aspects of Soviet economics and politics, now presen econ 


a small volume summarizing his views and information on Russia’s postwat smal 


economy. Anyone who has attempted to work with Soviet statistics canno! Year 
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ut admire this latest performance of the author. The booklet is replete with 


ter- 
> be statistical tables containing most valuable estimates of Russian industrial 
yes and agricultural output before the war, as well as in the years immediately 


following its end, and indeed it supplies a wealth of information available 
hardly anywhere else. 

Students of the Russian economy, thus heavily in the debt of Professor 
Schwartz, would have been even more gratified had the author taken them 


~ more generously into his confidence, and explained in some detail how his 
old very interesting estimates were actually arrived at. The revealing of the 
, in- procedures involved in securing many of the crucial statistics might have 
free served well in inducing the reader to share Professor Schwartz’s belief that 
his “description is . . . accurate within a relatively small margin of error.” 
; the As it is, a great deal of the information has to be accepted on faith in the 
legal author’s assertion that it represented a “very careful study and collation of 
ories the great mass of fragmentary economic information appearing in Soviet 
1917 periodicals . . .” which enabled him “to put together a giant jigsaw puzzle, 
ld it all of whose pieces are not available.” Such faith is probably wholly warranted 
upon and yet there are many passages in the study that make it difficuit to sup- 
t the press some doubt about the author’s accuracy and his understanding of the 
capi- Soviet economy. 
s the It is the latter that appears problematical whenever Professor Schwartz 
when ventures into generalizations. On page 40, for instance, he observes that 
com: . in an economy such as that of the USSR, which is trying to do so 
rms, much in so short a time, rearrangements of priorities can achieve results only 
1939 at the expense of other sections of the nation’s economic effort.” This indeed 
point isa sad fact, but it happens to be one of those things that plague incessantly 
ually all full-employment economies. If resources are shifted from one sector of the 
economic system to another, more will be employed in the latter and less in 
rvey the former. This is by no means peculiar to the USSR and no useful purpose is 
aphy served by presenting features as peculiarly Russian that characterize any 
economic system. 
only Similarly confusing is another conclusion arrived at by Professor Schwartz 
Itis (p. 114): “. . . it is inconceivable that under conditions of democratic capi- 
nd it talism a country could make as much over-all economic progress as the USSR 
stor) has made during the past 30 years with so little of that progress filtering 
of it down to ordinary people in the shape of more and better food, consumer 
goods, and housing.” This statement, if it means anything, could be inter- 
TEI preted in any number of ways. It could be argued, for instance, that if 
the volume of saving in Russia had been determined by the preference of 
the population rather than by a decision of the government, consumption in 
Univ the last two decades might have absorbed a larger share of the Russian na- 
tional product, reducing investment accordingly. Whether more would have 
35 and “filtered down to ordinary people” is, however, not certain since “over-all 
esents economic progress,” and therefore total national product might have been 
ast Wal smaller. It is also clear that if the economic effort under the successive Five 


Year Plans had yielded a larger total product, more “over-all economic prog- 
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ress’ could have been achieved and more could have “filtered down.” By; 
what is it that Professor Schwartz is trying to convey? That the allocation 
of the Russian resources between investment and consumption was erroneous. 
that total output was not as large as it could have been, or that he in genera] 
has a hunch that matters on the whole could have been a great deal better 
than they actually were or are? 

Such hunches are substituted passim for analysis and factual accuracy. 
They are particularly irritating in the later chapters of the book, where the 
author not only grossly exaggerates Russia’s role in the world economy but 
also presents a wholly inadequate analysis of its foreign economic relations, 
Discussing the objectives of the Soviet postwar foreign economic policy, 
Professor Schwartz observes that one of its goals was “. . . to secure as much 
economic help as possible from abroad for the internal reconstruction and 
development .. . ” (p. 81). As the record shows, this misses the entire point. 
It was frequently expected during the war that the urgency of securing foreign 
help would be the most important factor determining Russia’s foreign policy. 
In actual fact the Soviet government subordinated this consideration to a 
number of other—political—aims that have been dominating Russia’s foreign 
policy since the termination of the war. No more accurate is the assertion 
of the author that the second objective of Russia’s foreign economic policy 
was “to secure and maintain the maximum amount of economic control and 
rights in foreign countries whose future output can be tapped to supply 
the USSR.” This procedure was employed by the Russians to some extent 
only in former enemy countries such as Hungary, Rumania, and the Soviet 
zones of Germany and Austria, but there is no indication that it was ex- 
tended to other countries within Russia’s zone of political influence (Poland, 
Yugoslavia, Bulgaria, and Czechoslovakia). The reverse would be nearer to 
the truth—Russia was supplying some of these countries with badly needed 
food and raw materials. 

Altogether incomprehensible is Professor Schwartz’s statement that “in 
its trading activities, the USSR has markedly favored bilateral agreements 
between buyers and sellers, in preference to free multilateral trade favored 
by the United States” (p. 83). Such a policy would have been manifest!) 
absurd, since all Russia could have been interested in was to sell its exports 
as dearly and to buy its imports as cheaply as possible. But a quick glance 
at the statistics might have convinced Professor Schwartz that the Soviet 
foreign traders were not guilty of this particular error. Russia’s foreign trade 
during the interwar period was about as multilateral as that of any country. 
Only if and when a trading partner of Russia imposed import and exchange 
restrictions and insisted on balancing his trade with individual countries for 
balance-of-payment reasons did Russia endeavor to balance its trade with 
that particular country. 

In his concluding assessment of Soviet economic strength, Professor 
Schwartz envisages that “. . . Soviet military economic power will increase 
steadily in the foreseeable future and may within the lifetime of man now 
living exceed that of the United States or of the United States and Wester 
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Syrope if to Soviet resources are added those of its satellites in Eastern 
Europe and Asia” (p. 116). The fantastic character of this forecast will be 
byious to anyone who is at all familiar with Russia’s actual and planned 
production of the most important commodities. Should even Stalin’s ambi- 
‘ous goals be actually attained, the USSR will be producing in 1960, 80 
oer cent as much steel, about as much coal, and less than %4 as much petro- 
ileum as the United States produced in 1941, and there indeed is no reason 
to assume that the United States’ production will remain stagnant for the 
next ten to fifteen years. 
It is regrettable that such—I will be forgiven the harsh word—irrespon- 
sible speculations find room in academic publications normally maintaining 
standards of reliability and objectivity. At a time when many media of opinion 
utdo each other in the generation of heat, should not at least the academic 
economist and his publisher endeavor to spread a little light? 

Paut A. BARAN 
New York, N.Y. 


Economic Systems; Postwar Planning 


The Little Less: An Essay in the Political Economy of Restrictionism. By 
A. S. J. BAster. (New York: Macmillan. 1947. Pp. vi, 161. $2.00.) 

This little, disarmingly simple book invites comparison with several others, 
in a similar vein, which have appeared recently—among them, Hayek’s 
‘he Road to Serfdom, Frank Graham’s Social Goals and Economic Institu- 
tions, and the recent collection of essays by the late Henry Simons, Economic 
Policy for a Free Society. (In justice to Mr. Baster, I do not include Henry 
Hazlitt’s Economics in One Lesson, although its argument, too, is similar.) 
There are differences: The Little Less is not as concerned as Hayek’s book 
with the political consequences of economic planning, although it accepts the 
latter’s thesis; and, being explicitly directed at the “general reader,” it is 
less thoroughly and cogently reasoned, and hence of less interest to the 
professional economist than the latter two. But the fundamental philosophies 
indeed, the precise programs—of all these books are identical. 

The Little Less consists mainly of a satiric survey of the “lunatic years” 
between 1919 and 1939, when the economic man became an addict of re- 
strictionism, through private arrangements or under government auspices. 
This very witty essay strikes the reviewer, at first glance, as an altogether 
delightful, devastatingly effective, ironic history, as Mr. Baster applies the 
reductio ad absurdum technique to demonstrate the nonsense of seeking 
prosperity by producing less, working less, transporting less, growing less, and 
trading less (these are the titles of individual chapters). 

On second thought, however, one wonders whether this book will indeed 
contribute to the enlightment of the electorate. It is of course essential that 
economists point out the stupidity of restrictionism as a long-range policy— 
and the long range, after all, is but a concatenation of short ranges! But 
may not this kind of negative treatment, “for laughs,” of the policies of the 
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1920’s and 1930’s, by appearing to gloss over the problems which gave rise 
to them, by appearing to offer as an alternative only /aissez faire, fail utterly 
to convince readers with memories, and in others merely reinforce vulgar 
prejudices against “bureaucracy,” against any pragmatic social efforts to mee 
the complex problems of modern industrial society? 

To take only a few scattered examples of this double-pronged danger that 
Mr. Baster’s worthy message will go astray: 

1. He ascribes the lack of a private building boom in Britain, immediately 
after World War I, to rent controls, which made building unprofitable. Even 
after the removal of controls, however, the industry failed to supply decen 
rental housing for the great mass of people between the well-to-do and the 
very poor (the latter being assisted by government subsidy). Considering 
this record—considering also the fact that the free British capital market 
during these years, lured by the promise of higher returns which never ma- 
terialized, instead helped build modern apartments for German and Austrian 
workers—may not the mistake have been too little, rather than too much, 
government intervention? 

2. He pokes fun at the restrictionist solution to the farm problem, and to 
the problem of other sick British industries, overburdened with surplus, ob- 
solete equipment. But the implied prescription—to leave the reallocation o{ 
very immobile factors of production, in the depth of depression, to the grind- 
ing action of a free but very imperfect market—might not merely have 
purged the patient, but killed him too. This aspect of the problem at least 
deserves consideration. 

3. Similarly, the wastes of restriction of entry into transport industries 
(“transporting less”) must be weighed against the wastes of free entry. The 
awkwardness of deciding what exchange rates to maintain, under Exchange 
Equalization Account operations, must be weighed against the awkardness o/ 
setting up and defending stable rates under some international standard. The 
uneconomic character of bilateralism must be weighed against the possibility, 
recently stressed by Professor Frisch, that insistence upon nondiscriminatory 
commercial policy need not always maximize the wealth of nations. 

The economic problems which face us today involve no simple choice be- 
tween absolutes, between right (government or private restrictionism) and 
wrong (a free market), but call for the application of ingenuity and intel- 
ligence to devise the best possible solutions. Government controls, necessitat- 
ing increasing delegation of legislative and judicial power to administrative 
agencies, may indeed threaten democracy, as Baster maintains; but the 
solution surely is not simply to abolish all such agencies, or categorically to 
refuse to create any more from now on. 

The penultimate chapter, “The Political Economy of Freedom,” is Mr. 
Baster’s answer to these criticisms. This is a judicious, if unoriginal, state- 
ment of the liberal pcsition, which at least is not liable to misinterpretation. 
Here are all the familiar ingredients of the (18th century) liberal philosophy 
and programs today, well and simply stated: the political, economic and 
moral advantages of a system of economic freedom, the primary obligation 
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of the government under such a system to preserve and make more effective 
the impersonal market regulator—by attacking restraints of competition, 
preserving free entry, helping make choices more intelligent than they are 
ioday by making available better information, lessening glaring inequalities 
of wealth and hence of opportunity, controlling the money supply in the 
interest of greater stability, regulating or taking over public utilities, narrowly 
defined—and the assumption that these policies will be at least workably 
effective. 

The Little Less, then, is not a vulgar polemic for a “return to normalcy.” 
The only trouble is that too much of it—indeed the most effective part of 
it—sounds like one. 

ALFRED E. KAHN 

Cornell Universtty 


Planned Chaos. By Lupwic von Misks. (Irvington on Hudson: Foundation 
for Econ. Education. 1947. Pp. 90. 65¢.) 

Professor Mises’ pamphlet is an attack upon “interventionism” which “is 
setting the stage for the final overthrow of the voluntary society, the market 
economy and constitutional government.” We shall become nazis or Stalin- 
ists if we take a single step toward imposing controls upon ourselves. The 
choice is between “‘the democratic process of the market .. . and the ex- 
clusive rule of a dictatorial body” (p. 29). 

Mises backs away a little from the pure anarchy into which he leads us. 
The “prevention and suppression of antisocial activities benefit the whole of 
society” (p. 63). But having made this concession to those who support 
regulation of public utilities and minimum wage legislation, he plunges for- 
ward again in sweeping denunciation, “. . . the supporters of the welfare state 
are utterly antisocial and intolerant zealots.” “Every advocate of . . . planning 
is a potential dictator (who) worships violence and bloodshed” (p. 65). 

This is the “all if anything” fallacy in its most blatant form. As well might 
a boy refuse to comply with a request that he take off his hat in the house 
by insisting that if he lets his elders begin to undress him, there would be no 
stopping place short of nakedness. 

And what a separation he makes of the goats from the sheep. “No economist 
ever dared to assert that interventionism could result in anything else but 
in disaster and chaos. The advocates of interventionism—foremost among 
them the Prussian Historical school and the American Institutionalists— 
were not economists” (p. 21). Thus farewell to Commons, Mitchell, J. M. 
Clark, and Wolfe, former presidents of the American Economic Association, 
and a host of others. 

Mises reiterates the position taken in his Socialism that “economic calcula- 
tion” is impossible under socialism, without a word to unwary readers that 
this position has been challenged, not to say thoroughly discredited. Marx’s 
“inevitability of socialism” is defined as outside human volition (p. 35) and 
the whole of Marx is disposed of by saying, in reference to a particular 
matter, he “erred on this point no less than in all his other statements” (p. 
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38). What a gulf there is between this and the appraisal of Marx by dozen: 
of economists who might be mentioned at random, such as Seligman, Com. 
mons, and Schumpeter. 

The severest strictures against this pamphlet concern the quotations from 
Laski and the Webbs. With flagrant misrepresentation he has them suppor: 
his thesis that democracy and planning are incompatible. The quotation; 
from Laski are from a 1933 book in which he never once refers to the matter 
that Mises says that he discusses. In that book Laski was concerned only with 
a socialist government coming to power in the face of hitter opposition, 
Mises could easily have found expressions by Laski on the point at issue jp 
later books, with references to himself, but they would not have suited hj: 
purpose. 

The wrong that Mises does the Webbs is even more reprehensible, if tha: 
is possible. Quoting from their statement of the argument of Soviet leader; 
that public discussion must be suspended between the promulgation of , 
decision and the accomplishment of the task, he attributes that view to them, 
despite not only the clarity of the statement but the presentation of their 
own contrary view on the preceding and following pages. They speak, jor 
example, of “the imperative necessity of continual adventure in thought” and 
say that when “the Soviet Government feels as secure as the British Government 
does, there seems no reason why popular lectures and speeches at open meetings, 
and discussions in cheap pamphlets and newspapers, should be any more 
restricted than they are in Engand.” But Mises draws from their book the 
tortuous conclusion that “a socialist government must never concede any 
freedom of speech and the press” (p. 31). What colossal calumny! 

This pamphlet is a travesty on scholarship. It is published by a body with 
the name of (God save the words) The Foundation for Economic Education, 
among whose officers and directors are listed the well-known economists, 
Leo Wolman, Fred R. Fairchild and W. A. Paton. Never in the history oi 
modern economics, one may guess, has a work of such low quality come from 
presumptively respectable sources. It is, furthermore, an ominous document. 
Such a piece of work from within the fraternity of scholars in defense of the 
status quo portends increasing difficulty in making bridges to the future 
If Mises and his fellow anti-planners are strong enough they will bring us 
Planned Chaos. 

H. Gorpon Hayes 

Ohio State University 


National Income and Product; Income Distribution; 
Consumption Statistics 


National Income and Product Statistics of the United States, 1929-46. Sup- 
plement to the Survey of Current Business, July, 1947, U. S. Department 
of Commerce. (Washington: Supt. Docs. 1947. Pp. 54. 25¢.) 

National income statistics, which were once the concern only of the narrow 
technical specialist, have long since become the required basic equipment {or 
the general economist. A first prerequisite for empirical testing of economic 
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theories relating to unemployment or inflation is the precise definition and 
measurement of the basic components of the national income. Great progress 
has been made along these lines in recent years. The present supplement is 
in a real sense the result of exteusive work by economists and statisticians 
in many parts of the world over a long period of years. More directly, how- 
ever, the advance which it represents over previous work is the result of more 
than five years’ intensive work of the Department of Commerce in revision 
of both concepts and data. Fortunately, the revisions of the concepts were 
made in consultation with a body of national income experts from all over the 
world. This provides a basis for the progressive standardization of national in- 
come statistics in all countries where such data are now being published, a proj- 
ect which is being pushed forward under the sponsorship of the United Nations. 

Three basic concepts are commonly used in the field of national income 
statistics. The first is the gross national product, which measures the market 
value of the total output of goods and services produced by the national econ- 
omy in the accounting period, before allowance for capital consumption. 
Goods used up in the process of production during the accounting period are 
excluded from the total. This means that the national product originating in 
each industry is measured in terms corresponding to “value added,” not in 
terms of “value of product.” The gross national product is estimated as the 
sum of the purchases of goods and services by consumers and the government, 
gross private domestic investment in durable goods currently produced, and 
net foreign investment. 

The national product equals the gross national product after deduction of 
allowances for capital consumption. It measures the market value of the net 
jutput of goods and services produced by the national economy. 

The third and best known series is the national income which measures the 
total factor costs of the goods and services produced by the economy. It is 
estimated as the aggregate compensation of employees, profits of corporate 
and unincorporated business, net interest and rental income of individuals. It 
differs conceptually from the net national product in that it includes net gov- 
ernment subsidies and excludes indirect business tax liabilities and business 
transfer payments. 

The supplement presents a number of important changes in the definitions 
f the various series. The gross rental value of owner-occupied houses is now 
included as an imputed item in the gross national product (and the net im- 
puted rent after allowance for depreciation is included in the net national 
product), thereby placing such income on a par with actual rental income. 
Interest on the government debt is excluded from the gross national product 
and the national income, as it is assumed not to represent payment for 
goods or services currently produced. On the other hand, income in kind to 
the armed forces, and the government’s contribution to military life insurance 
and to family allowances of members of the armed forces are now included in 
the military component of the national income. 

In addition, a number of revisions have been made in the national income 
series to bring it in line with the gross national product series. Corporate 
profits are now measured before rather than after taxes, so that the national 
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income becomes a consistent estimate of earnings of both labor and property 
before tax. Depletion, unlike depreciation, is no longer allowed as a charge 
against national income, because new discoveries of national resources ar 
not treated as part of the gross investment. Like the gross national product, 
the national income is now measured exclusive of inventory profits or losses, 

For analytical purposes, the supplement presents a system of consistent ang 
interrelated income and expenditure accounts for the major sectors of the 
nation’s economy—the national account, the consolidated business account. 
the government account, the rest of the world account, the personal accoun 
and a gross savings and investment account. Conceptually, gross savings are 
of course equal to gross private investment plus the government deficit. As 
incomes and expenditures are now measured independently, however, there 
is usually a statistical discrepancy between the measures of aggregate income 
and expenditures which must be included as a balancing item. Since savings 
are small relative to the gross national product, the statistical discrepancy 
may be fairly large relative to saving. In view of the critical importance of say. 
ings for such general economic problems as inflation or unemployment, it is es. 
sential to keep the magnitude of the statistical discrepancy down to a minimum. 

The national income statistics are presented in the supplement in great 
detail by types of income and expenditure, by industrial origin and by legal 
form of organization. The latter is of especial importance since it permits 
an analysis of the distribution of income originating in corporate enterprise 
as distinguished from total enterprise. The series are continuous back through 
1929. 

The present series mark an important advance over the previous official 
estimates. For analytical purposes it would be desirable to push the work 
forward in at least three additional directions: (1) appropriate price deflators 
need to be developed for the major components of the gross national product 
to permit calculation of the series in constant prices; (2) considerable addi- 
tional information is needed on distribution of personal income, expenditure, 
and saving by income size; and (3) the statistics available for the years prior 
to 1929 need to be brought in line with the present series. In the meantime, 
however, the data in the supplement provide statistical material necessary 
for testing many important hypotheses now current in the field of macroeco- 
nomics. Incidentally, they necessitate a reworking of the analyses of the prob- 
lem of postwar effective demand which have been made by a number of in- 
vestigators in recent years. 

Jacos L. Mosak 

Washington, D.C. 


Business Cycles and Fluctuations 


Cycles, the Science of Prediction. By E. R. Dewey and E, F, Dakin. (NeW 
York: Holt. 1947. Pp. 267, $3.00.) 
This is a book which many will welcome for different reasons. It popular- 
izes the results of studies of a number of investigators who have looked for 
trends and cyclical flucuations in natural and economic behavior. For the 
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dent who wants to judge for himself whether cyclical analysis is on solid 
ground or not, this book makes available a number of the necessary records 
; simple graphs. For the business man who is expecting the much heralded 
postwar depression and is pretty sure that if it doesn’t show up in 1948 it 
ert wer come with a vengeance before 1952, this book may be taken 
as the definitive work in cycles, for it predicts a downturn in 

economic affairs after 1947 and an upturn after 1952. 

This is the kind of book that can be reviewed from various angles and 
various attitudes. The scientific tone of the title would impel some reviewers 
‘o put on their mathematical caps, reach for their mathematical tools and 
ests, and apply them to the material collected in this book, hoping thus to 
ietermine the validity of the cycles, the accuracy with which they reproduce 
the past, and the reasonableness of expecting them to continue to cycle into 
the future. The title would cause other reviewers to button up their mental 
processes with their usual skepticism and immediately take a negative at- 
tude, especially toward the regularity and predictability of economic cycles; 

r if regular cycles prevail, why is there so much irregularity, and besides, 
) grant that regular predictable cycles exist would call for changing the con- 
‘rary notions they have held throughout their professional lives. 

My own approach is unlike either of these. The reader should know that 
mine is colored by the fact that for many years I, too, have looked hopefully 
among all kinds of long-range historical data for the existence and causes of 
cycles” and repetitions of history. These have interested me, not so much as 
a basis for scientific prediction, as an aid in the art of prediction—the art 
consisting of an understanding of facts in past and present tendencies as a 
basis for making assumptions with regard to their future. Some of the reg- 
larities I have found have proved useful, some disappointing, but none that 
sooner or later do not become irregular for one unexpected reason or another. 

I welcome Cycles, The Science of Prediction as a popular volume which 
rings together much of the information with regard to cycles in economics, 
iology, and astronomy, and applaud the authors for capturing the interest of 
many business men and others at a time when all of us are wondering about 
the course of business and other affairs after the greatest war in history. But 
vhile 1 am favorably predisposed to this kind of material, I cannot accept 

the basic premise with regard to the tapering off in the growth curve 
f our national economy; (2) the proof of the existence of one of the longest 
f the four major economic cycles; (3) the exact timing of the other three; 
and (4) the general attitude of inevitability. To point up the need for cau- 
tion, particularly among business men who find this book convincing with 
regard to the predicted depression for 1948-52, it should be noted that one of 
the Dewey and Dakin predictions can now be checked. Their cycles projected 
ito 1946-47 led them to expect that the commodity price level in 1946-47 

ld not reach the 1919-20 peak. Apparently the expected downward pull 
i the cycles was confused with the price restraints exercised by O.P.A., for 
with the removal of those controls, prices in 1947 did reach and exceed the 
920 peak. 

he book begins with demonstrations of “‘patterns of growth of organisms,” 
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taken from Pearl’s studies, such as body weight of rats and pumpkins, oj 
populations of yeast cells, fruit flies, and human populations of the Unite; 
States and several other countries. It then presents the record of growth trend; 
for basic industries: manufactures, exports, imports, iron and steel, railways 
shipping, automobile and horse-drawn vehicles, and several agricultural anj 
mineral products. The latter economic data are treated with the same basic 
significance as that assigned to the growth curve for the population of fli« 
contained in a bottle. 

The next section of the book is devoted to examples of rhythmic cycles jn 
natural phenomena, also drawn from the works of others, among then 
Huntington, and Warren and Pearson. They include records of cycles jp 
fishing for Canadian salmon, in offerings of lynx skins to the Hudson’s Ba 
Company, in reports of tent caterpillars in New Jersey, in the measures oj 
ozone at London and Paris, in the number of foxes brought in for bounty in 
Norway, in the measures of the solar constant, and of atmospheric electricity 
at London, in the records of death from pneumonia and influenza, in the 
records of long-period fluctuation (150 years) in redwood and pine, and 
short-period fluctuations (every 22 seconds) in the growth of the crocuw, 
and in the annual record of 11-year cycles in sunspots and magnetic activity. 

The middle section of the book is devoted to chapters on the 54-Year 
Rhythm, the 9-Year Rhythm, the 3%-Year Rhythm, and the 18-Year 
Rhythm. These are followed by several chapters on Causes, on Analysis and 
Synthesis, on Timing a Business, on War and Its Dislocations, and Postwar 
Trends and Postwar Rhythms. The part of the book that undoubtedly has 
caught the popular interest is the summary chart on pages 188-89 which 
shows the “approximate timing of four major rhythms in the American 
Economy” from 1900 to 1980. 

The 54-year and the 1814-year rhythms are shown to be heading dow- 
ward to a low in 1952. The 9-year rhythm reaches a low in 1951, and the 41- 
month rhythm reaches a low in the last half of 1948, a peak of 1950, and 
another low in the last half of 1951. 

These tendencies fit so well the expectations of many business analysts 
that the “reality” of some of the rhythms is being too readily accepted. The 
authors themselves paid too little attention to the wide “margin of error’ 
in the timing of the turning points in the various rhythms. 

My chief criticism with the first part of the book is that it treats alike the 
declining rates of growth of such different things as pumpkins, horse-draw 
vehicles, and steel production. In the case of canals, railroads, and horse-drawm 
vehicles, a decline in their rate of growth means that other competitive means 
of transportation have emerged to replace them. But when a pumpkin stops 
growing, it is not because some other vegetable takes its place. Nor was i 
necessary to “sell” the growing importance of cycles by arguing that the 
United States has become a mature economy with diminishing prospects {0 
long-time economic growth and expansion. Unfortunately, the authors believe 
this to be a fact but their proof is most inadequate. In fact, their love for the 
use of the growth curve for determining longtime trends leads them to mos 
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peculiar results. One of these applications, to the steel industry, must be re- 
fyted for much harm can be done to the country if the steel industry (which 

“reflects both the physical and psychological drives of a nation like the 
United States” [p. 29]) were to take the Dewey and Dakin analysis as sound 
and with it bolster their current tendency to underestimate steel requirements 
for sustained full employment. 

On page 29, iron and steel production in the United States is shown to rise 
along a steep logarithmic trend from less than 0.2 million tons in 1830 to 
about 2C.0 million tons around 1905. Between 1905 and 1929 the rate of 
expansion tapers off, but production rises to over 50 million tons in 1929 and 
‘0 about 90 million in 1944—directly in line with the rate of growth from 
1905 to 1929. The growth curve fitted by Dewey and Dakin, however, flattens 
out after 1910 and becomes practically horizontal at about 40 million tons 
and is so projected to 1960. (. . . “an average annual production of approxi- 
mately 40 million gross tons is the mean about which future fluctuations will 
probably oscillate” [p. 30].) Anyone not wedded to the notion that we are 
about to enter a stationary period with no annual increase in total production 
would read the same longtime record as pointing to 100 million tons or more 
for the 1950’s, not 40. The fitting of growth curves is useful, but it must 
be handled with one’s statistical eyes open; otherwise, it will show what 
we want it to show. 

The authors make much of a 54-year rhythmic cycle which they think is 
“apparent in many aspects of economic life of the United States.” Its average 
length, they say, seems to be almost exactly 54 years. In spite of the fact that 
such a long cycle is accepted, largely for theoretical purposes, by such 
economists as Schumpeter, it is difficult to see how one can obtain an exact 
average length of 54 years when most of our economic data do not extend 
over more than one and a half, and at most, two such cycles. It is significant 
that the only U.S. evidence presented has to do with only one aspect 
' our economic life, namely, the annual level of wholesale prices—and 
even this evidence is not used in full. On pages 70-71, a 54-year regular cycle 
s fitted to a wholesale price index from 1790 to 1945. In the whole period, 
there is only one segment for which the correspondence is fairly close; the one 
irom the 1840’s to the 1890’s. The same wholesale price index carried back 

) 1720 does not show any such 54-year cycle, and if the present price level 
is to return to the level called for by the low point of the 54-year cycle 
ending in 1952, prices would have to tumble in the next three years back to 
where they were in the 1890’s—not impossible, but highly improbable. 

Other evidence of the 54-year cycle is equally unsatisfactory. This holds for 
the proof derived from the record of wheat prices in England, shown as 
deviations from trend (p. 72), and for most of the proof reproduced on 
pages 70-82 from Kondratieff’s original study of the longtime cycle. Here, 
too, the best “proof” is in terms of wholesale prices for England and the 
Uni ited States (p. 82), but there are no 54- -year cycles here. One shows prices 

sing sharply from 1790 to 1800, then a general decline to about 1850. The 
second shows prices rising from 1850 to 1860-65, then declining to about 
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1896. These do not look like regular 54-year cycles. The most that can be 
said for Kondratieff’s other evidence (wages, coal production, pig iron, lead 
and English consols and French rentes) is that they show long but highiy 
irregular waves. Most of the complete waves during the last half of th 
19th century are only of approximately 30 to 45 years’ duration. I wou 
welcome solid evidence of the existence of a 54-year cycle, but I am disip. 
clined to imagine one where the data do not show it. 

At the end of the book the authors rightly say that “a rhythm can be cop. 
sidered significant only if it has repeated itself so many times and so regy. 
larly that it cannot reasonably be the result of chance” (p. 236). This 
standard they fail to, and in fact hardly can, apply to their 54-year rhythm, 
The U.S. industrial system must be allowed to grow for another century tp 
provide a time span for, say, four or five 54-year cycles, to provide any kind 
of valid average. 

The 9-year rhythm is much more of a reality. It shows up in this book in 
deviations from moving averages in wholesale prices in England and in the 
United States and in U.S. prices of common stock, and in the records of a 
unnamed manufacturing company. But anyone inclined to use the 9-year 
rhythm in common stock prices shown on page 91 will do well to note that 
the correlation between the regular 9-year pattern and the course of 3-year 
moving averages of stock prices is not particularly high, especially for indi- 
vidual years. This holds particularly for the period from 1855 to about 1920. 

The 3%%4-year rhythm is the most common in economic data and in 
business-cycle literature. In so far as cycles have been used in business fore- 
casts, this 3!42-year rhythm has probably been the most useful of all. 

But even the presentation of the evidence for the 3-year cycles leave 
much to be desired. On pages 103-5, it is argued that a monthly series (indus- 
trial production), when converted into a different series by the “rate o/ 
change technique” (January compared with the previous January, etc.), isa 
more sensitive method of revealing cycles. Beyond removing the trend factor 
and obtaining a series of greater variability, very little is gained by thi 
device. Note that the rate-of-change presentation of industrial production in 
Figure 2, pages 104-5 for the 3-year period 1926-28, or the 3-year period 
1930-32, or the 3-year period 1940-42, shows no correspondence to the super- 
imposed 34-year regular cycle. 

My criticism of both the 9- and the 3-year cycles presented here is that 
much more exact measurements need to be applied than can be derived from 
moving averages. These not only conceal important individual yearly « 
monthly fluctuations, but also produce average figures which do not apply 1 
a particular year. 

The evidence for the 18-year rhythm is also quite striking. It is limited 
almost entirely to the field of construction and real estate. Efforts to show is 
existence in pig iron production (p. 129), in marriages (p. 20), and in rail 
road stocks (p. 131) by illustrations taken from Warren and Pearson att 
not at all statistically convincing. The authors fail to recognize that its net 
peak and bottom may have been set forward by the war-deferred demand 
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| and that it might be quite drastically altered by the adoption of a long-range 


national housing program. 

Other cycles of different lengths and from different fields are introduced 
in the chapter on “Causes, Correlations, Conjectures.” These include a 33- 
month rhythm in residential building, a 23-month rhythm in textile produc- 
tion, a 34-market-day rhythm in sugar prices, a 14.8-year rhythm in prices of 


© cattle and black pepper. This chapter also reproduces the comparisons made 
) by Garcia-Mata and Schaffner between measurements of sunspot activity and 
| industrial production, between solar radiation and business activity, between 


solar radiation in 1929 and monthly stock market prices in London and New 
York, and between sunspot numbers in 1932-33 and London and New York 
stock market prices. These are introduced for their variety and for the pur- 
pose of suggesting that the economist’s desire for neat explanations of definite 


‘causes and effects should not blind him to the possibility of hidden causes 


which may lie behind the economic facts ordinarily accepted as causal. 
With the authors’ views that things are not necessarily what they seem to 


i be, many today will agree, but they fail to turn this point of view on them- 


selves. They should have pointed out that, even if their prediction of a decline 
in building activity, industrial production, and commodity and security prices 
during the period 1948-52 should come true, we would be warranted in doubt- 
ing that it was all due to the four major rhythms in the American economy so 
boldly portrayed in the chart on pages 188-89. Many a forecaster has been 
right for the wrong reasons. 

There is one major shortcoming in the technique employed by Dewey and 
Dakin that may not be overlooked. Each of the four major rhythms is 
presented separately and the reader is given the conclusion that a business 
depression between 1948 and 1952 is inevitable, but the authors do not make 
what would seem to be an obviously necessary test. They should have com- 


| bined their four cycles in some way into a composite so as to demonstrate 


with what fidelity these four cycles reproduce the record of general business 
activity, or national income, or some other measure of the national economy 
of which they are presented as the dominant elements. 

There is also one major fault in their philosophy. Part of this I have already 
referred to in my disagreement with them that we are like the Drosophila in 
Pearl’s bottle “reaching the upper asymptote of our curve.” The other part 
has to do with their view of the inevitability of things human and economic, 
that “apparently no conscious planning will in itself serve to change whatever 
trends are now established.” Society is not as helpless as all that. For ex- 
ample, the authors thought the failure of the price level to rise during World 


} War II was due to the downward pull of one of their cycles and that, in 


1946-47, these same downward trends would keep the price level from rising 
to that reached in 1919-20. They fail to note that O.P.A. was planned to 
stabilize prices, that it did so during 1943-46, and that by removing O.P.A. 
it was “planned” to allow prices to soar to the levels the authors didn’t ex- 
pect. If the agricultural price level doesn’t sink to the low levels of 1921 or of 
1932, it may be because the support price program was planned to moderate 


| 
| 
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the generally expected postwar trend. Life in the Tennessee Valley has departe; | 


from the established trend as a result of the Tennessee Valley Authority, Th 
established rhythm of the real estate cycle could be drastically affected 
lengthened, heightened, or flattened—by any one of several housing bik 
now in Congress, and if atomic energy becomes an industrial and agricultur,) 
reality, many established trends will consciously be made to trend differently 

For the economic statistician the book is marred by many evidences ¢) 
a readiness to accept the inadequate findings of others as proof of their om 
belief in the existence of regular 54-, 18-, 9- and 3-year cycles, but these ay 
“forgivable” in a book intended primarily to create wider interest in cyclic 
analyses. It is most unfortunate that the book is pervaded by the regrettabk 
attitude expressed on page 227, as follows: “. . . The reader now familiar with 
this method of analysis will not expect the crisis really to be avoided 
halted by any preventive measures which the government might decide t 
take. In the present limited state of human knowledge as to the ultimat 
nature of these rhythms and their correlations, we shall suspect that an) 
action adopted by government would be ameliorative in character withow 
being curative. Probably the most we can hope for would be some kind oj 
palliative action if the blows fall.” 

My general impression of the book, and of the stage we have reached in our 
ability to predict, I would summarize thus: 

“Cycles?”’—Definitely “yes.” 

“Regularity and inevitability?”—in nature, “certainly”; in economic 
activity, “yes” if the activity is related to basic rhythms in nature, but “no’ 
or “not necessarily, yes” if it is dependent chiefly on man. 

“Science of prediction?’”—Natural phenomena, “of course’; economic 
phenomena, “no” or “not yet.” 

“Art of prediction?’’—‘‘Yes” with many evidences of success—some {or 
right, some for wrong reasons. 

Louis H. Bray 

Washington, D.C. 


Income and Employment. By THEODORE Morcan. (New York: Prentice-Hall 
1947. Pp. xv, 280. $3.25.) 

In this relatively small volume, Mr. Morgan has brought together 
extraordinarily large amount of information on eliminating economic fluctu:- 
tions. While it is likely to be most useful as an advanced text, it will als 
interest economists wishing a straightforward summary of much factual ani 
theoretical work in the field. 

Mr. Morgan starts with an explanation of the meaning and uses of nation 
income concepts, which is marred only by the fact that the figures and concepts 
used are those of the Department of Commerce before the recent revision 


*Two minor criticisms may be noted: (1) as I understand it, the government's cot 
tribution to the national income is measured entirely by its payments to labor, so U# 
in actual practice it is incorrect to state that “payments the government makes. . . to pe 
sons from whom it buys other (than labor) factor services, make up a part of the nation 
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The second chapter presents sufficient information regarding price indexes 


including a brief reference to the wartime controversy over measuring the 


/ “cost of living”) to pave the way for a discussion of real income and em- 


ployment. The next three chapters are devoted to trends in production and 


5 employment, to the relationship between prices and production, and to the 


jain components of production. The first discusses the long-run rise in real 
income (about 3.5 per cent annually), in real income per worker (about 1.2 
ner cent annually), and in real income per man hour (about 3 per cent an- 
nually in those areas of the economy where estimates of man hours are avail- 
able.) The chapter on prices and production concentrates on the behavior of 
prices during the business cycle and develops, quite neatly, the familiar con- 
cept that the highly elastic supply of output and stable prices characteristic 


Sof periods with large unemployment gradually give way to highly inelastic 


supply and rapidly rising prices at full employment. The final chapter of the 


three covers Colin Clark’s concept of primary, secondary, and tertiary indus- 


tries, Leontief’s input-output relationships, and changes in prices and outputs 
of selected industries between 1929 and 1937. 

The remainder of the book is devoted to the maintenance of employment, 
with the exception of the last two chapters which deal with the probable 
efiect of a successful full-employment policy on prices and with measures 
to reduce the impact by increasing labor mobility and locating industry where 
it is most needed socially. In a weak passage, the cost of unemployment during 
the 1930’s is set at 16 per cent of the real income of the period—an estimate 
based on the assumption that real income could have been increased only as 
much as employment. If, instead, actual real income is subtracted from a 
continuance of the 1909-1929 trend line—to which we have now returned— 
a fairer estimate of the waste of our resources (amounting to around 25 
per cent) is obtained.* A fuller consideration of the loss caused by depression 
than that given by Mr. Morgan seems warranted if students who have no 
personal recollection of the 1930’s are to be impressed with the need to under- 
take unorthodox measures. 

After setting acceptable unemployment at 3 millions, or 5 per cent of the 
labor force, the volume goes on to consider why consumption, investment, and 
government expenditure sometimes fall under the level necessary to maintain 
full employment. The discussion of consumption includes some interesting 
estimates indicating that the marginal propensity to consume had a quite con- 
stant value of 75 per cent between 1921 and 1940, while the average pro- 
pensity in each of the five decades before 1929 was equally stable at 88 or 


income” (p. 6); and (2) it seems wrong to argue that the national income at market 
prices is “the best measure of production to use in questions concerned with the trend 
of economic welfare” (p. 15) when this measure may be altered by a shift in the pro- 
portion of direct to indirect taxes, which may have no effect on actual welfare. 
‘This results because any tendency of unemployment to be concentrated on the less 
t workers is far more than offset by the short hours worked by those who remain 
employed. Using Morgan’s own figures (p. 32) over the decade of the 1930’s employment 
averaged 9.5 per cent and real income 16 per cent below the 1929 level; similar estimates 
‘or 1930-1936 are 12 and 23 per cent. 
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89 per cent. Throughout, Mr. Morgan, while generally following the Keynes. 
ian model, makes it clear that “durable consumer goods is a peculiar clas 
of consumer goods having a dynamics of its own” (p. 98)* and is well aware 
that a simple division between consumption and investment is not wholly 
adequate when half of all goods produced with a life of over three years are 
destined for direct use by consumers.* 

The discussion of investment is straightforward, covering the marginal 
efficiency of capital and the rate of interest, the actual behavior of invest- 
ment in the interwar years, and the relationship between investment and in. 
come as influenced by both the multiplier and the principle of acceleration. In 
developing the multiplier, Mr. Morgan stresses that amy increase in spending 
—whether on investment, consumption, or by the government—is likely 
to have a multiplied effect on income, and that this effect takes time to realize. 
I find this approach a pleasant contrast to the rabbit-out-of-a-hat manner in 
which the multiplier is frequently manipulated, and highly desirable in a 
volume likely to have wide circulation. The saving-investment equality is 
also presented without tricks, although I would have preferred a bit more 
emphasis on the fact that the equality is an act of definition rather than of 
God—especially when presented as Saving (adjusted for transfer payments, 
social-security contributions, and rounding error) is equal to Investment 
plus the Government Deficit. 

After casting a quick glance at some doubtful analyses and proposals (in- 
cluding Say’s law, rigid wages, stamped money, Major Douglas’ social 
dividend, and the 100 per cent reserve plan), the volume suggests that actual 
expenditures may perhaps fall $15 billions below the full employment level 
of the gross national income in 1950 ($206 billions in 1944 prices), and then 
considers how this possible gap can be filled within the general framework o/ 
our free enterprise type of economy. A variety of measures to stimulate con- 
sumption are put forward, including encouragement of higher living standards 
through increased social security, redistribution by progressive taxation, and, 
if ultimately necessary, a job guarantee by the federal government in con- 
junction with the states. Even greater reliance is placed on measures t/ 
stimulate investment; I found the discussion of a proper social environment 
and improved tax policy particularly interesting. 

The chapter on fiscal policy is disappointing. One gets little feeling that 
the success or failure of government action to maintain employment is likely 
to have serious repercussions on our way of life. The discussion remains rela- 
tively abstract throughout. True, under the heading of “Qualitative Aspects 


* Mr. Morgan might have been even more impressed with the importance of fluctuations 
in consumer durables if he had not misinterpreted a graph of Hansen to conclude that 
“spending for durable consumer goods does not fluctuate by a greater percentage than 
spending for other consumer goods” (p. 97). For Hansen’s graph (Fiscal Policy on 
Business Cycles [New York, 1941], p. 52) is on an absolute, not a percentage, basis. The 
percentage decline in durables was actually over 60 per cent, while other consumer spend 
ing fell a bit less than 40 per cent. 

‘This includes residential construction and is Terborgh’s estimate, quoted by Morgar 
on p. 98 n. 


of th 
ture | 
and 
woulc 
on th 
is COI 
on th 
invest 
practi 
we Wi 
settiny 

Age 
Mr. 
tures. 
reduce 
which 
receip’ 
nui be 
with t 
expan 
budget 

But 
of this 
genera 
lookin; 
next y 
tion be 
of thir 
contro’ 


Hof: 


Theorii 
N) 
Prof 
a revisi 
Turkis] 
There | 
in its ey 
The 
the tax 
too ofte 
without 


BOOK REVIEWS 427 


of the Budget,” Mr. Morgan does give examples of general types of expendi- 
‘ure he would like to see encouraged; but it is essential to do more than this, 
and especially to distinguish between the secular and cyclical problem. I 
would guess, for example, that during the first couple of years expenditures 
n the TVA had a negative multiplier of at least three; but Mr. Morgan 
is content to leave the matter with the comment that further expenditure 
on the TVA model has “the special merit of stimulating additional private 
investment” (p. 228)! However true this may be on a secular basis, it seems 
practically certain that we will be hit by a cyclical problem first and that 
we will certainly not want at that time to scare away private investment by 
setting up a Mississippi Valley Authority. 

Again in comparing various budgetary methods of stimulating the economy 
Mr. Morgan suggests that a $6 billion deficit resulting from increased expendi- 
tures may be taken as roughly equivalent to a $9 billion deficit resulting from 
reduced taxes. But in actual practice the percentage of federal expenditures 
which are “non-income-increasing” has been greater than the percentage of 
receipts which are ‘“‘non-income-decreasing.’”® I am convinced that we will 
nui be ready for the next depression unless we are willing to sully ourselves 
with the sordid administrative details of how we can get specific expenditures 
expanded and particular taxes remitted, within our political framework and 
budgetary procedures, sufficiently fast to prevent collapse. 

But it is perhaps unfair to berate Mr. Morgan for failing to do in a volume 
of this sort what the profession as a whole has so largely failed to do. In 
general, his book represents a highly competent job—so much so that I am 
looking forward to using it in intermediate courses on economic fluctuations 
next year. Not only has he assembled much of the most important informa- 
tion bearing on the problem but he is to be especially commended, to my way 
of thinking, for having presented the Keynesian tools both simply and un- 
controversially. 

Henry H. VILLARD 

Hofstra College 


Public Finance; Fiscal Policy; Taxation 


Theorie und Praxis der Modernen Einkommensbesteuerung. By FRIEDRICH 
NeuMARK. (Bern: A. Francke. 1947. Pp. 456. Sw. fr. 35.) 


Professor Neumark’s Theory and Practice of the Modern Income Tax is 
a revised and enlarged version of a work which has already appeared in two 
Turkish editions. We may expect further editions in still other languages. 
There is hardly any monograph in recent literature on the income tax which, 
in its encyclopaedic comprehensiveness, can rival this study. 

The book is intended to appeal to the interest of both the tax theorist and 
the tax practitioner. Furthermore, the author seems to be a true believer in the 
(oo often neglected maxim that particular experience should not be generalized 
without being confirmed by comparison. He therefore surveys and evaluates 


‘H. H. Villard, Deficit Spending and the National Income (New York, 1941), Chap. 20. 
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the income tax policies of countries with such different social, political ang 
economic structures as Great Britain, France, Germany, United States, Italy 
Switzerland and Turkey. Although an author who resides in Turkey face; 
unusual difficulties in collecting recent information from distant and widely 
scattered nations, the analysis is rather complete covering general develop. 
ments up to 1946. As a survey of a wealth of institutional facts and trends 
in many countries, this study contrasts favorably with the predominantly 
national approach followed by most monographs in the income tax field, for 
instance, by the monumental two volume study on L’/mpét Sur le Reveny, 
Traité Théorique et Practique (Paris, 1926), by Edgar Allix and Marcel 
Leclerclé. The author has not only utilized institutional material from numer. 
ous countries, but he shows throughout his familiarity with the theoretical views 
of almost all leading foreign scholars in this special field. 

Without much condensation and frequent short cuts, a subject as broad 
as this could not be handled in a single volume. The author, therefore, is 
quite justified in concentrating on the modern income tax, ignoring its many 
rudiments and forerunners in the seventeenth and eighteenth centuries. Other 
limitations in the coverage, however, are somewhat arbitrary. The author con- 
fines his discussion to what he calls the “genuine income tax”’ which he de- 
scribes as characterized by the identity of tax source, tax object, and tax base. 
This proposition implies that a genuine income tax cannot be shifted. Income 
taxes, which are passed on to other groups, cease to represent the genuine 
type. This, for instance, applies to a tax on business profits which, during 
a period of prosperity, may be shifted to the consumer. 

Apparently the author was unaware of the dilemma created by the above 
definition. On the one hand, he admits that a tax on business income, to some 
extent and under certain conditions, can be transferred to other social groups. 
The prospect of shiftability seems to him even greater in the case of a corpo- 
rate income tax (pp. 159-60). On the other hand, he does not hesitate to con- 
sider the corporate income tax as a form of the “genuine” income tax. A 
similar inconsistency occurs in another case. Although contrary to a widely 
accepted view, the author emphasizes that, under modern conditions of labor 
organization, a tax on wages can be passed on (p. 154), he takes it for 
granted that such tax still belongs to the official family of the genuine income 
tax. 

Although the theoretical part has been greatly condensed, it offers sys 
tematic information on almost all current issues. It also treats some problems 
of fiscal policy, in two separate sections, by discussing the usefulness of the 
income tax for the attainment of nonfiscal objectives and for counterbalancing 
business-cycle fluctuations. Without leading to new conclusions, this analysis 
is conspicuous by a predilection for middle-of-the-road positions and by 4 
desire to do justice to every school of thought. The author, for instance, agrets 
with Alvin H. Hansen, Beardsley Ruml and other progressive minds that, in 
modern tax system, social and economic objectives cannot be ignored. He sub- 
scribes to the scornful statement by the late Lord Josiah Stamp that “tax- 
tion for revenue only” is hardly more than a “Victorian slogan.” Nonifisca! 
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purposes, therefore, seem to be perfectly legitimate. Due to its productivity 
and flexibility, the income tax ranks high among those taxes which can 
t in securing full employment and stabilizing business conditions (pp. 

Yet the author rejects the opinion that nonfiscal purposes should be given 
priority. Beardsley Ruml’s dicta that “national states no longer need taxes 
to get the wherewithal to meet their expenses” and that “the social and eco- 
nomic consequences of any and all taxes have now become the prime considera- 
tion in the imposition of taxes” are branded as an “extremist attitude” (p. 
39).1 While in this highly controversial atmosphere a gift for compromise 
has its merits, the discussion, in the reviewer’s opinion, has outgrown the stage 
where sweeping generalizations are helpful. Without the introduction of more 
specific sets of conditions, no further progress can be expected towards a 
slution of these familiar issues. 

It is difficult to convey an adequate impression of the wealth of informa- 
tion to be derived from the second part of the book. Although the American 
reader will not gather new facts from the section dealing with the federal 
income tax, he will take note of the author’s criticisms and recommendations 
for improvements. 

One of his main targets is the narrow concept of taxable income. The 
privilege granted to imputed income like the rental value of the house owned 
by the taxpayer or the “service or satisfaction income” of the farmer, seem to 
him “unbelievable” (p. 341). From a similar point of view, he advocates the 
abolition of the remaining exemption of government securities even if this 
change should result only in a negligible fiscal gain (pp. 364-65). He further en- 
dorses several other reforms widely debated during recent years such as com- 
pulsory joint returns, the reorganization of the corporate income tax and, as in 
the case of Great Britain, the simplification of the tariff by merging surtax and 
normal tax (p. 380). 

The study is simply written and clearly organized. Students of public 
finance will use it for some time to come as a general reference work or the 


Fritz Kart MANN 
The American University 


Money and Banking; Short-Term Credit 


Ordinamento Bancario e l’Attivita Creditizia. By GIANNINO PARRAVICINI. 
Milan-Rome: Rizzoli. 1947. Pp. 194. L. 400.) 

This is the third in a series of monographs on the Italian economy. Coming 

‘ter Giuseppe Medici’s vivid and stimulating study on Italy’s agricultural 

blems, this book on Italian banking is something of a disappointment. It is 

amost exclusively descriptive; only casually is there an attempt at viewing 

anking and credit policy as an integral part of economic policy; virtually no 


r 


lax Policies for Prosperity,” Am. Econ. Rev., Vol. XXXVI, No. 2 (May, 1946), 
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attention is paid to the interrelationships between political structure and bank. 
ing policy and controls which were so much in evidence in Italy’s recent his. 
tory. 

By these limitations, much of what would be of interest to the non-specialig 
is lost. To give some examples: The book describes the divorce of investmen; 
and commercial banking during the interwar period, but the consequences fo, 
the relationships between industry, the banks, and the Treasury are no 
touched upon. No analysis is made of the effects of indirect State ownership 
on the management of the three largest commercial banks. The multiplicz. 
tion of the functions of the Banca Nazionale del Lavoro during the interya 
period is described, but the author fails to mention fascist patronage of this 
bank as the prime reason for this development. 

In spite of these shortcomings the study contains not only valuable jn. 


formation but sound technical judgment. While written before the credit ¥ 


restrictions of August, 1947, the author foreshadows (p. 183) Einaudi’s anti- 
inflationary policy which was to make postwar economic history. In this con. 
nection it is of interest to note that legal reserve requirem2nts were originally 
imposed in Italy not so much to control the aggregate volume of credit, but 
rather as a means of strengthening the solvency of individual banks. Reserve 
requirements were not stated in terms of a percentage of total deposits, but in 
terms of the excess of total deposits above a given multiple (20 times in the 
original law of 1926, raised later to 30 times) of the capital and reserves of 
each bank (p. 13). From the beginning of the legislation these reserves which 
were to be held at the Bank of Italy were of the “secondary” type inasmuch 
as they cou'd be held in cash or invested in government securities. Thes 
original characteristics of Italian credit control are combined with the more 
usual type of reserve requirements in Einaudi’s measures of last fall according 
to which the banks are to hold in cash or government securities 20 per cent 
of all deposits in excess of ten times the capital and reserves, or 15 per cent o/ 
total deposits, whichever is smaller. 

After introductory chapters on credit control and the Bank of Italy, the 
author proceeds to describe in detail the main groups of banks following the 
definitions of the Banking Law of 1936, which remains largely in force. Aside 
from the ordinary commercial banks, the two principal groups are the “banks 
subject to public law” (among which there are the former banks of issue 0! 
Southern Italy, the Banco de Napoli and the Banco di Sicilia) whose manage- 
ment is entirely state-controlled, and the “banks of national interest” (the 
three largest commercial banks) whose statutes differ nly slightly from those 
of the ordinary banks but whose stock is owned in its majority by the l0- 
stitute of Industrial Reconstruction (IRI), the Italian counterpart of the 
RFC. Data on the number of banks (including branches) and deposits in 
relation to population show the wide regional disparity of banking facilities 
in contrast to the nation-wide uniformity of interest rates on deposits and 
loans, which is imposed by minute regulations on all banks by the centre! 
control organs. In the author’s opinion, this uniformity is harmful not on) 
because it eliminates competition, but because it prevents the banks 
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Southern Italy from offering sufficiently attractive rates and is thereby partly 
responsible for the widespread hoarding of bank notes in these regions. 

The book finally passes in review the various forms of credit. A great num- 
ber of specialized credit activities which were sponsored in Italy during the 
interwar period are described, but what strikes the reader is the disproportion 
between proclaimed purpose and achievement. Special legislation, enacted 
mostly during the ’thirties, provided ample credit facilities for “autarchy,” 


= colonial development, low-cost housing, film and hotel industries, development 


of Southern Italy, etc. But invariably the author finds that the loans actually 
extended as a result of such legislation were insignificant in amount. Here 
again, the reader is left to piece together the evidence and to draw his own 
conclusions, for the author is prevented by his political agnosticism from 
telling us whether the banks sabotaged the government’s program, whether 
the program itself was ill adapted to the ends sought, or whether unforeseen 
events prevented its execution. 

A final chapter on credit problems during the reconstruction period warns 
against incipient deviations from the principle of separation between com- 
mercial and investment banking as well as against the ever-increasing reliance 
of industry on Treasury subsidies. Instead, the author argues ably for the 
continuation of strict credit controls and the strengthening of private capital 
markets through public supervision of new issues and the development of 
investment trusts. The recent spectacular breaks on the Italian stock ex- 
changes will no doubt lend weight to these conclusions. 

ALBERT O. HIRSCHMAN 

Washington, D.C. 


Monnaie et Conjoncture. Vol. I, La Monnaie et les Théories Monétaires. By 
B. V. Damatas. (Paris: Presses Univ. de France. 1946. Pp. 399.) 

This young French economist, student of the late Professor F. Simiand, 
has already made a name for himself, most recently with La Réorganisation 
de Economie Mondiale. 

In the introduction to the work under review he declares that his aim is 
to formulate a theory of a dynamic economy which will give what he calls a 
synthetic interpretation, one that corresponds more accurately to reality. 
The idea of an equilibrium is accepted, even made the cornerstone, but he 
rejects classical and neo-classical ideas as to how to achieve such an 
equilibrium. He believes that the solution lies in the realm of monetary and 
business cycle problems (p. 10). 

According to the author, this first volume is not a systematic treatise on 
money; he intends rather to present those monetary problems which in his 
opinion are the cause of the present disorder in the economies of the world. 
\ctually, most of the volume deals with the question of the value of money, 
while the corresponding problem of the stability of its values is treated in 
the last chapter, but deferred for full discussion to the second, as yet unpub- 
lished volume. 

In the first few chapters, the origin, functions and different categories of 
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money are developed along conventional lines. Considering that the autho 
stresses the fact that the work is intended for the economist and not for the 
layman, the exposition of this first part sometimes seems to be on a rather 
simple, introductory textbook level, as a matter of fact so simple that now 
and again one has the impression of a “search for the obvious.” 

He then proceeds to present and criticize the quantity theory and Irving 
Fisher’s equation of exchange. The criticisms of both clarify and refine the 
general concept rather than refute it. Damalas lays great stress upon the 
fact that M ought not to be identified with the amount of money in exist. 
ence but only with that part of the stock of money which actually gets o 
the Market. “It is not the existence of the sum total of money which in itseli 
exerts an influence upon prices, but the influence arises from the utilization 
of the money, from the encounter of the money with the goods on the market” 
(p. 107). Furthermore, he emphasises the mutual causality between price 
level and quantity of money. The contention that the general price level js 
determined and determined only by the factors M, M’ and V, V’ is criticized 
as an overemphasis on the monetary side of the equation. In contrast, he 
stresses the change that may be brought about by variations in P which in 
turn react on M, M’, V, V’ or on both (p. 114). 

He then discusses Professor Albert Aftalion’s ideas, which pervade the 
whole book. Aftalion’s theory of revenue is based on the fundamental equa- 
tion R = PQ, R being the total national money income, Q total production, 
and P average price. Aftalion maintains that a change in R will often also 
result in a change in the quantity of money. A change, however, in the na- 
tional income resulting from an increased yield of investments abroad, may 
bring about a rise in the price level in the country of the investors without 
any change in the total amount of money. 

This is not the place to examine how far such an idea fails to conform to 
the fundamental precept of the quantity theory. Aftalion’s psychological 
theory appears to be an extension of the revenue theory. His chief example is 
the German hyperinflation of 1923. The final rapid depreciation of the mark 
cannot entirely be explained by changes in M or V but by psychological 
factors, especially the certainty of further decline in the rate of exchange, 
as immediately reflected in the internal value of the mark. Also, in other 
respects human tendencies are stressed. Aftalion, calling the psychological 
factors qualitative elements, reasons that money is valued also as means {or 
saving and hoarding. The “penchant a l’éparnge” or, to use Keynesian 
terms, the propensity to save and to hoard, is certainly a factor of consider- 
able importance and one that may be called psychological. But Damalas 
himself seems to realize the difficulty of developing a special “psychological” 
theory. After all, human actions and behavior are always psychologically 
conditioned. “All economic theories are psychological theories” (p. 179). “li 
one speaks of an economic phenomenon, psychological factors are always 
included. .. . / Action always takes place through the medium of the humat 
being” (p. 315). It seems to the reviewer that Aftalion’s psychological ap 
proach is less novel than it is made out to be in Damalas’ book. 


* Albert Aftalion, Monnaie, Prix et Change (Paris, 1940), pp. 253-57. 
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Professor Bertrand Nogaro’s objections to the quantity theory are treated 
less extensively by Damalas, but again one has the impression that no really 
new point is made when the author states: “The identification of two very 
lifferent things, disposable money and money spent (monnaie disponible et 
monnaie dépensée [author’s italics]), makes no sense with regard to the 
general equation of transactions”’ (p. 194). 

The second part of the work deals with the theory of international trade in 
rather the same thorough, but wordy and repetitious manner. Many inci- 
dental problems are discussed such as that of value in general. Criticisms 
appear, €.g., on the Walrasian mechanism of economic equilibrium, Haberler’s 
use of opportunity cost to explain the theory of international trade; some 
of them are not too convincing. The theory of comparative cost is accom- 
panied by a general discourse on the influence of the cost of production on 
orice along Marshallian lines. But Damalas’ conclusions differ considerably 
from this line of thinking, e.g., protectionist measures appear as the only 
practical solution. The undeniable immobility and rigidity of the factors of 
production have pushed the world, especially continental Europe, along the 
path of protectionism. As France is now discussing customs unions, it is in- 
teresting to hear this French voice declare that nearly all French economists 


are protectionists because, as Damalas quotes with approval from M. G. 


Lecarpentier, “France is just one of the number of countries which in the 
long run would be killed by free trade” (p. 248). 

The theory of the rate of exchange and, lastly, the discussion of the stabil- 
ity of money, involving elaboration of Cassel’s purchasing power parity 
theory, returns to Aftalion’s psychological concepts. Often they do not amount 
to much more than a special emphasis on the role of anticipation and expecta- 
tion. Thus Damalas quotes from Aftalion that the “normal” sequence of (1) 
change in circulation, (2) change in price, and (3) change in rate of ex- 
change might also read: (1) premonition as to circulation, (2) change in 
rate of exchange, (3) change in prices, followed by (4) change in circulation 


323). 


It is difficult to evaluate this work. While dealing with two different 
subjects, the volumes will form one organic unit. With this reservation it 
may be said that the present volume does present an interesting discussion 
i monetary problems without contributing, however, profound or original 
ideas. A more concise, less repetitious presentation would have made it less 
tedious reading at times. To the Anglo-Saxon economist it seems odd that the 
whole book, except on one very minor point (p. 350), never even mentions 
Keynes. On the other hand, Professor André Piatier who has added a brief 
out interesting preface, does put Damalas’ central theme into parallel with 
Keynes’ approach. He states the theme as the idea that modern capitalism 
must lead unavoidably to a disequilibrium between production and consump- 
tion, #.¢., a constant tendency for production not only to grow, but to out- 
grow consumption. The present volume, however, is not concerned with this 
theory. It is to be hoped that the coming volume will develop Damalas’ 
fundamental, and as far as can be judged, original idea. 

H. H. 
Elmira College 
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Money, Credit, and Banking. By Ray B. WESTERFIELD. Rev. ed. (New York: 
Ronald Press. 1947. Pp. 1096. $5.00.) 


Any appraisal of the usefulness of this text necessarily depends upon the 
reader’s opinion of what constitutes good pedagogical method. 

In the foreword Westerfield writes: “It is the belief of the author that the 
institutional side of money, credit, and banking, in both its descriptive and 
historical aspects, is decidedly necessary to a proper understanding of their 
theory; that theory cannot be considered in vacuo; and for this reason a 
great deal of factual material is interspersed throughout the book.” 

I sympathize fully with this opinion. My perplexity, however, stems from 
hours of soul-searching regarding the best means of preparing a twenty-year. 
old boy to receive technical factual material most sympathetically. Should 
the author proceed by first devising the most logical outline he can conceive 
and then pour into the proper categories the materials that he has gathered 
in years of investigation and research? If so, he will have to plead daily that 
the facts that are adduced will be found to be necessary sometime. Or, should 
the instructor’s method be to pose problems in the beginning, to keep on 
posing problems, and show that the solution of these problems requires a 
certain type of factual material as well as concepts that are adapted to the 
analysis of the data? And, should not his own presentation be brief enough 
to permit the student to digest a little of other writers if for no other reason 
than to enable the student to escape from the instructor’s mannerisms and 
errors? 

To illustrate the latter type of procedure, we may take the problem of 
where to provide information regarding the credit weapons of the reserve 
banks. Suppose there is first presented the question of the effectiveness of the 
regional system from the point of view of administrative organization. Un- 
doubtedly discussion of this problem would soon evoke the opinion that 
much would depend upon what now are the principal credit operations of 
the reserve banks. Would not this be a proper point at which to explain the 
details of discounting, both as it was in the beginning and as it is today’ 
Would it not also be sound (pedagogically) to reserve discussion of changes 
in open market procedure until this stage is reached? Wherever possible, s0 
it would seem to the reviewer, facts presented should have a bearing on 
problems already posed, not on those later to be studied. 

If I, the reviewer, be wrong as to proper educational procedure, it will have 
to be conceded that Westerfield has produced by far the best of the Money 
and Banking textbooks. If, however, the reviewer’s pedagogy is correct, it 
would still be admitted that Westerfield has written the student’s best 
single-volume book of reference. 

But no matter which opinion be accepted, few competent authorities wi! 
deny that it is impossible to commend too highly Westerfield’s industry 
scholarly ability, and unyielding fidelity to detail. 

Harorp L, Reed 

Cornell University 
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International Trade, Finance and Economic Policy 


Rebuilding the World Economy: America’s Role in Foreign Trade and In- 
vestment. By NorMAN S. BUCHANAN and Friepricu A. Lutz. (New 
York: Twentieth Century Fund. 1947. Pp. xiii, 434. $3.50.) 


This book is one of the most generally useful studies in the international 
economic field which has appeared since the war. Although it is already some- 
what out of date on current issues, and despite certain other shortcomings 
discussed below, it should be of great value to students and to the general 
reader. 

The central theses of the book are that the United States is and will con- 
tinue to be the most important single factor in the world’s international 
economic relations; and therefore that if anything like a satisfactory world 
economy is to be rebuilt from the wreckage of the last war and of the decade 
which preceded it, the United States must develop and vigorously implement 
appropriate governmental policies both at home and abroad. With these 
general propositions few economists will disagree. But the course of recent 
debate over the Marshall Plan makes it clear that at the level of discussion 
and understanding by the general public, they require unceasing reiteration 
and elaboration. This book performs a valuable public service in amassing 
batteries of facts and argument to support them, and in developing a variety 
of specific policy proposals to put them into effect. Its only major defect in 
these respects is that, as stated in the Preface, it was virtually completed in 
mid-1946. It, therefore, takes no account of the complex developments since 
then. 

The book actually falls into four major sections, plus long statistical and 
documentary appendexes. The first gives a general picture of the development 
and operation of the world economy in the latter part of the 19th century and 
down to 1939, in terms of growth of population, industrial production and 
foreign trade, and in terms of the general “rules of the game’”—both the gold 
standard rules and the “rules” of liberal economic policy at large. The authors’ 
stress on the underlying factors which made this long golden age of rapidly in- 
creasing material welfare possible—especially the substantially similar non- 
interventionist political and ethical ideology of the Atlantic-basin countries, the 
absence of devastating wars until 1914, and the growth of populations at rates 
which though rapid did not press on generally expanding world resources 
and technologies—is laudable and illuminating. (Perhaps wisely, they do not 
attempt to isolate any one causa causans.) In presenting the trade figures, 
however, they have relied largely on comparisons between selected years or 
periods, and seem to have given nowhere consecutive annual or other data 
on the movements of world trade or on the trade of leading countries. This 
is a serious shortcoming in exposition for non-professional readers, since 
without such data it is difficult to form an adequate picture of the turbulent 
fluctuations of the world economy between say 1910 and 1939, Nor does any 
substantial use seem to be made of the illuminating concepts and statistical 

(ata, developed in recent years, that relate to the propensity to import. 
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The second main section deals with the impact of the war and jm. 
mediately postwar periods on trade and production, the methods of meeting 
war requirements for international financing, and the postwar internationa| 
financial positions of England and the United States. The third section pre. 
sents the views of the authors on international monetary, commercial and 
investment policies appropriate for the world in general, and especially for 
the United States. Here the discussion, in Chapter 8, of the qualifications 
on the results that may be expected from the industrialization of “backward” 
countries with the help of foreign capital, is especially interesting and relevant 
to immediately current problems. In Chapter 6, however, the lack of any use 
of the “income approach” to problems of international financial equilibrium 
is troublesome. 

The fourth and last main section consists of a chapter by the authors sum- 
marizing their general conclusions, and another chapter presenting a Report 
of the Twentieth Century Fund’s own Committee on Foreign Economic Re. 
lations, of which Dr. W. W. Riefler was chairman. The first is concerned 
essentially with the familiar policy conflict between domestic and international 
objectives, and especially between the maintenance of “personal income 
security” (a useful concept not identical with full employment) and the 
reduction of trade barriers. The authors agree on the necessity for direct and 
indirect governmental planning and action on a wide front. In the inter- 
national sphere, they place their chief reliance on the United Nations, the 
Fund, the World Bank and other instrumentalities hardly beyond the blue- 
print stage when they were writing, and do not attempt to forecast or meet 
the severe practica? difficulties these enterprises are now encountering. 

The Report, which is not intimately related to the rest of the book, is con- 
cerned almost entirely with methods for re-establishing multilateral trade and 
with the necessity for continued American leadership to reach this goal. lt 
agrees with the stated main objectives of American foreign economic policy, 
but criticizes our actual program as not being “sufficiently realistic or broadly 
based to achieve them,” and as “placing too great emphasis on universality’— 
the latter certainly no longer a ground for objection. The Report strongly 
advocates creation of an international buffer stock agency (but with one mem- 
ber of the Committee very dubious) and development of counter-cyclical op- 
erations by the World Bank, to promote international economic stability. The 
latter recommendation did not foresee the severe limitations on the projected 
scope of its operations which the Bank has thus far encountered; the first, 
though desirable under certain safeguards, surely exaggerates the effect on 
general economic conditions which such devices can produce. Finally, the 
Report advocates a sufficient increase in our imports to maintain equilibrium 
in our international payments. Neither the Geneva Conference results not 
other calculation, however, suggest that even use of all the powers under 
the Reciprocal Trade Agreements act—the chief reliance of the authors of the 
Report—will greatly help the spectacular unbalance likely to continue ‘ 
characterize our international position for years to come. 

James W. ANGELL 

Columbia University 
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Bretton Woods for Better or Worse. By R. G. Hawtrey. (London: Long- 
mans, Green. 1947. Pp. viii, 142, $2.00.) 


This little book, of which seventeen pages are index, is an examination of 
the Bretton Woods Monetary Fund Agreement in terms of England’s needs 
as seen in 1946. Hawtrey objects to the Agreement that, in the absence of 
effective stabilization policies in other countries, it will prevent Engiand from 
having as much exchange-flexibility as it will need. Agreement between the 
Bank of England and the American Federal Reserve Banks for concerted 
stabilization would suffice, however, to make the Monetary Fund successfully 
workable. Failing this, England needs to regain the right to make small and 
frequent (even daily) changes in the exchange-value of sterling without in- 
voking the existence of a “fundamental disequilibrium.” Such exchange- 
flexibility would be a prerequisite for effective internal stabilization in an 
unstabilized world. What should be stabilized is the “wealth-value” of 
sterling, for which the true criterion is not any statistical index number of 
prices, or of wages, but “the price of human labor,” not defined more 
precisely than as a “normal rate of wage which it is reasonable for an able- 
bodied man with no exceptional qualifications to expect,” with the number 
of unemployed to determine the direction of action indicated. 

These are not very new ideas, and Hawtrey offers no answers, old or new, 
to the old questions, as to: the disturbing effect of exchange rate instability; 
the problems of exchange speculation; the extent to which general wage- 
stabilization would insure exchange-stabilization; the possibilities and con- 
sequences of attempts at wage-level stabilization in a collective-bargaining 
world where almost everything except wages is subject to central control; 
and so forth. 

As the instrument of internal stabilization, Hawtrey still adheres con- 
fidently to bank rate manipulations, not only for England, apparently, but 
for all countries generally. He acknowledges that bank rate reduction could 
not be counted on to be an effective stimulus to expansion, but he insists upon 
the effectiveness of an increase in bank rate as a depressant, and he claims that 
in the absence of prior inflation there will be no serious depressions with which 
to cope. Hawtrey’s continued faith in the efficacy even as a depressant of bank 
rate is, in the face of the general scepticism and in the absence of significant 
confirmation from past experience that changes in bank rate of themselves have 
much significance, somewhat breath-taking. 

Perhaps it is to be explained by an association in his mind—as in actual 
experience—of credit-rationing with bank rate changes. At one point (p. 116) 
the effective depressant is spoken of as the high rate of interest plus the 
banker’s “reluctance to lend.” Rationing of bank credit, in the sense that less 
Was lent than borrowers of good standing were willing to borrow at the pre- 
vailing rate, has frequently been an accompaniment of rises in rates and 
operated alone in countries like the United States and Canada where bank 
fates were more or less inflexible. It is much easier to believe that moderate 
rationing of bank credit could check an inflation than that a moderate in- 
crease in rate accompanied by otherwise unrestricted lending could do so. But 
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Hawtrey should explain why bankers would be more reluctant to lend x 
high rates than at low. 

This book, like all of Hawtrey’s writings, has interesting points to make, 
and jt makes some of them very effectively. But it is not an impressive addi. 
tion to his works, and it seems to offer little guidance, and some of it in wrong 
directions, for the solution of the problems which either the British economy 
or the Monetary Fund is now facing. 

JACOB VINER 


Princeton University 


Controlling World Trade: Cartels and Commodity Agreements. By Epwan 
S. Mason. (New York: McGraw-Hill, 1946, pp. xvii, 289. $2.50.) 

This report on what to do after the war about cartels and international 
commodity agreements, prepared for the Committee for Economic Develop. 
ment by Dean Mason, represents the scholar’s suggestions brought forth ; 
year after V-E day in response to the CED business man’s surging feelings 
that “something should be done about those production-restricting cartels 
that infest Europe.” Eric A. Johnston and William Benton had gone to Eng- 
land a year or more earlier in considerable part to study cartels. Their adverse 
views on England’s cartels received such widespread notice and publication as 
to command popular and official approval from then Secretary of Commerce 
Jesse Jones, publication in Life magazine, etc. 

Further to reflect the milieu at that time, the reviewer recalls an important 
steel producer who earlier had gone to England to give advice on “how to 
get out some more ship-plates.” His suggestion was that the blueprints be 
shipped to America and the British workers be assigned in larger numbers to 
the making of bombers in which the country was much more efficient. A 
cotton textile producer had earlier offered to supervise the building of a cotton 
textile mill and to produce and pay twice the prevailing British textile wage. 
Finally, as the war opened in 1939, all of Europe had two continuous strip 
mills and the United States twenty-eight of them, without such a corresponé- 
ing disparity in the figures of iron and steel production. 

The London Economist shortly after lamented that the cartel had Britain’ 
only such mill in a state of innocuous desuetude despite the fact that Englani 
was then at war. In this setting then, what does the professional economis. 
having the advantage of a one-time berth on the official Interdepartmentd 
Committee on Cartels and Private Monopolies, offer as a solution to the 
restrictive device of the cartel then in many instances being denounced by 
American business men? From Mason the answer is something that seems 
like a tenderer solution than the times then (and now) would seem to (a! 
for. Curiously, though he writes on the assumption that “international eon 
nomic relations will not be dominated by preparations for the next war,’ ! 
now appears that only that domination can rid Europe of its cartels. 

A re-reading of some of the recommendations in light of the current high 
American bargaining power, ERP aid granted to knit together an economically 
disunited Europe, supports the reserve Dean Mason had in making positive 
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or far-reaching recommendations and increases the difficulty the present 
reviewer has in appraising them. Take, for example, the following quotation 
(relative to American subsidiaries domiciled in Great Britain attempting to 
secure a market for a larger amount for “white products” in face of an oil 
agreement fixing quotas): “The individual stations have long-term contracts 
with the principal producers, so that the entry of a new American firm into 
the British market would depend largely on its ability to secure contracts 
with the existing distributors. Any attempt to build up a new chain of filling 
stations would be met with active resistance from both organized producers 
and organized distributors” (p. 76). Today there is no presumptive need for 
new filling stations in Britain as there is no oil quota for the operator of a 
private motor vehicle. At the same time, American and British capital are 
developing a Near East oil reserve equal to ours in size and capable of 
supplying a motorized Europe with all its fuel. 

If the consumers’ durable goods boom we had in 1919-29 is sometime to 
tbe promoted in Europe, obviously more stations will be needed. Between these 
two extreme conditions of having no gasoline ration and motorizing western 
Europe, is there a range within which the cartel scheme is most appropriate? 
What is a desirable policy for Britain and the United States to urge upon 
Britain? 

Because the reviewer is unable to see how unemployment can threaten in 
Europe in the discernible future, he is unable to see how the toleration of 
cartels considered unavoidable by Dean Mason can today be continued: “In 
general, however, the kinds of situation that appear partially to justify inter- 
national restrictive agreements in manufactured products can be most success- 
fully avoided by the achievement of domestic full employment. If the transfer 
of labor from the over-expanded industries to other employment can thereby 
be accomplished, the main justification for a policy of price maintenance 
through output control is removed” (p. 39). 

Mason indicates the unavoidable lack of symmetry in the organization of 
his report. In Part I, international business cartels are considered as com- 
prehending all “private agreements in both raw materials and manufactured 
products,” whereas Part II on commodity agreements “treats these as an aspect 
of public policy toward raw material problems.” 

He reports that he makes his recommendations on cartels with greater firm- 
ness than the recommendations on commodity agreements because he is 
doubtful that commodity public policy can be skeletonized by anything 
except the interests of the pressure groups involved. Here Bernard Baruch 
differs because ofthe important place he assigns to commodity purchase 
agreements made by the United States in promoting world recovery. 

Mason favors intergovernmental agreements in the case of commodities 
rather than business agreements and he favors curbing and regulating cartels 
by international agreements. The United States, he urges, should propose an 

ntemational convention whereby countries joining would agree: “To rely 
pon national action in accordance with national laws to prevent trade restric- 
Hon, price-fixing, and allocation of markets. In this way concerns are free to 
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join a cartel and if it is a United States firm, we can act according to the terms 
of the Sherman act. If it is a foreign national, then each country acts or does 
not act as its laws suggest.” 

Thus does Mason accept very nearly the status quo. He only adds to his 
summary recommendations the requirements of registration, establishing ap 
international office to study cartel practices and to recommend remedial action, 
The United States would have to implement the registration provisions by 
legislation and join in an international information exchange and international 
business office for study. On the whole, there is little new or decidedly changed 
from what we have been doing. It does not seem to be an adequate program 
for the kind of world we now have. 

The reviewer’s suggestion of inadequacy can perhaps be made both brief and 
clear by registering objection to Mason’s caveat: “but the courts should take 
account of the kind of world trade organization in which American expori 
firms and associations compete.”’ Once again we have bargaining power to 
change what the courts must consider. Then he believes that “the Allies will 
find it impossible to impose on a defeated enemy a higher standard of com- 
mercial morality than they themselves are willing to practice.” But since the 
“imposing” can be according to the American pattern now that further aid 
is being extended, a freer arrangement is something the United States can 
make. It can cover our Allies as well as the defeated enemies. 

On Germany, Mason observes: “Nor is there any reason to believe that 
the application, from outside, of antitrust measures will make any appreciable 
difference in the social, economic and political structure of postwar Germany.” 
The Russians and ERP give us the chance to reconsider if so defeatist a view 
is to be accepted. 

As to international commodity agreements, Mason is more sanguine. He 
points out that our substantial raw material imports now heavily outrank 
comparable exports and thus our “import interest” militates against our ac- 
ceptance of intergovernmental commodity agreements as promoting American 
interests. In fact, Mason suggests that our export interests are centered in 
wheat and cotton. Of these two, the “wheat problem” is much more the result 
of European drives for cereal self-sufficiency rather than the low levels per s¢ 
of employment and industrial production which, in contrast, led to agreements 
covering imports such as rubber, sugar, tin, etc., in the 1930’s and carlier. 

Mason is hospitable to quota schemes to support raw material prices an( 
to arrange for buffer stocks. But he bases them on “support” philosophy, not 
as mere complementarities of high productive domestic employment progratis 

But this tolerance of cartels and commodity agreements seems to the re 
viewer to befuddle the central issue. The problem of desirable policy (Mason) is 
one to meet difficulties created by excess capacity (after the first World War 
but since the second World War followed the great depression, was there aly 
likelihood of excess capacity troubles this time?). Cartel policy grows out 0! 
defects in economic policy, not out of any chance whatever thai it may ?ér * 
promote desirable real progress. Policy is never something to be offered in 2 
“variety” package except in straightened circumstances which we have not ye! 
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reached. Single track proposals have a chance to be understood and therefore 
approved. The single important policy to be urged above all others is “full 
employment.” 

Tolerance of cartel proposals is a way of expressing preferment for a narrow 
-onception of “security” (asset and employment), and means defeatism for 
the major issue—high productive employment. To the extent that we face 
the issue of full employment, we can reject the need for cartel arrangements. 
Even more positive yardstick demonstrations, along the lines suggested by 
Geoffrey Crowther of the London Economist, are now desirable. Model plant 
perations, he suggested, might be started in England with free access to 
markets unfettered by any private or governmental cartel restrictions. 

Mason’s book falls in with other before-the-end-of-the-war proposals such 
as Bretton Woods, the British loan, and the first drafts for a trade organiza- 
tion. This time we were not going to risk upon a single agreement our partici- 
pation in world affairs. A “piecemeal program” was devised instead as better 
strategy. Devised in advance, it could not take account of conditions that 
might exist at the end of the war. 

Mason’s proposals came a little later, but they, too, were no more adequate. 
We are starting the whole business over again. As economists we should be 
srateful for the chance. The great advantage in the second effort is that through 
diligent digging and “first approximations” of Mason and others, we have an 
immensely larger personnel educated for the enormously more difficult task 
ahead. 

ARTHUR R. UPGREN 

University of Minnesota 


Sweden’s Capital Imports and Exports. By Ertn ELtver FLEETWOOD. (Stock- 
holm: Natur och Kultur. Pp. 223). 

This book is a welcome addition to the small number of monographs 
dealing with capital imports and exports of individual countries. It deals 
with the history of Sweden’s capital imports and exports and attempts to 
combine a theoretical analysis of the capital movement with a statistical 
investigation of what really happened. Discussing the import and export of 
capital the author presents a brief economic history of modern Sweden. The 
Swedish economy shows a very quick development from a large-scale capital 
importing country before 1910 to an important capital exporting country. 
It is a good example for an inquiry as to how a country can become a capital 
exporting nation. Sweden, a country with some natural resources—chiefly 
iron ore and timber—with a hard working and very intelligent population, 
‘or a long time liberal in its economic policy and neutral in its foreign rela- 
lions, managed not to get involved in wars for more than a century, es- 
pecially not in the first and second world wars. Thus the total production 
y the nation could be directed towards increasing the standard of living, not 
raving to spend a major part of national income on war and not being 
curdened, until recently, with heavy military expenditure. This accounts for 
ne rising standard of living, and the fact that Sweden escaped being directly 
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involved in the two world wars played an important part in building up the 
country’s position as a creditor nation. 

Sweden welcomed foreign capital; its government was the chief borrower 
abroad. The greater part of the capital for railway building was obtained from 
abroad. The more important loans were issued in Germany, England ani 
France. The capital was carefully invested so that Swedish bonds had a good 
market abroad, and the State was thus able to satisfy its capital requirement; 
abroad, leaving the internal market to the growing Swedish industry. In the 
last decade of the 19th century, industrial bonds also found markets abroad, 
Moreover, foreign capital was invested in mines, forestry and land. With the 
help of foreign capital Sweden developed its industry and, in turn, the 
growing industry stimulated the formation of capital at home. The country 
was able to create steadily expanding foreign markets for its products and 
enjoyed favorable terms of trade. The years before 1910 show some o/ 
the characteristics of a country approaching capital satiety. By 1911, a 
change from a capital importing to a capital exporting country was evi- 
denced. The foreign indebtedness was relatively high, the long-term foreign 
debts of 1,037 million kronor represented nearly two-fifths of the national 
income of 2,616 million kronor. 

In 1911-14, capital exports took place from Sweden while the country 
was enjoying the general prewar boom. The first world war brought to 
Sweden a regular war boom in all industries, which led to gold inflation 
and credit expansion. The very favorable balance of payments made possible 
an export of capital estimated for the years 1914-18 at 1,800-2,000 million 
kronor. The long-term capital was exported on very favorable terms and th 
majority of the prewar bond debt abroad of 1,205 million kronor was 
repurchased at extraordinarily favorable prices. In 1921, only 24 per cent of the 
Swedish national debt was held abroad as comparied to 88 per cent in 1914 

Although Sweden suffered losses of 400 million kronor in her foreim 
investment, mostly in Russia, she emerged from the first world war as 2 
net creditor country and, unhampered by a large foreign debt, with 
strengthened productive capacity, she was able to make full use of the 
advantageous position her exports gave her on the world markets in the 
after-war period. 

The period after 1922 is described as a period of general consolidation 
of Sweden’s position as a capital exporting country. In the years 1925-50, 
there was a net export of capital from Sweden. During this period Swedisi 
firms strengthened their position abroad. Kreuger and Toll emerged as 8 
large-scale financial concern. In connection with the enormous expansion 0! 
this concern whose aim was to achieve monopoly of the production of matches 
in many countries, Sweden borrowed short and lent long. Kreuger and Toll was 
responsible for transactions on a scale far beyond Sweden’s own resources. 
After Kreuger’s suicide and great difficulties of this concern, Sweden: 
suddenly acquired importance in the field of international financing vanishe¢, 
movements of capital in the following period being on a more moderate scat 
and established on a sounder basis. ? 

In 1933, out of 1.412 million kronor in foreign bonds held by Sweden, 0°: 
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million kronor, or 48.2 per cent, were German. Eight hundred million kronor 
represented the total of items other than the bonds in the Swedish portfolio 
of foreign long-term assets. The total Swedish investment in Germany was 
estimated at 883 million kronor in 1933. Sweden was severely hit by the 
moratorium declared in Germany, which decreased her income from abroad 
and forced reinvestment in Germany of the interest on claims in Germany. 
There can be no doubt that she also suffered losses in capital items. 

With the total Swedish bonded debt held abroad of less than 450 million 
kronor, and fore?gn investment in business enterprises in Sweden smaller than 
the like Swedish investment abroad, Sweden was clearly a creditor nation, not 
only in an over-all sense but also as far as holdings of long-term bonds were 
concerned. 

The unsettled situation in the ’thirties greatly reduced international capital 
investments. Import of flight capital to Sweden took place similar to such 
investment in other neutral countries. The balance of payments on current 
accounts in 1937 is that of a creditor nation. Although Sweden had an import 
deficit of 126 million kronor, she had a net income from shipping of 196 
million kronor, and 115 million kronor from other invisible items, so that 
she had a total surplus of 185 million kronor. 

During the second world war Sweden’s position was different from that in 


| the first world war. In the former war, exports were paid for on a large scale 


by imports of gold and acquisition of foreign exchange, whereas this time 
it was arranged from the beginning that exports were paid by imports. The 
Swedish balance of trade shows a deficit in all years 1939 through 1944 
totalling 3,480 million kronor. But some increase in the holdings of foreign 
assets resulted from the shipping earnings beyond the blockade. 

At the end of 1943, total Swedish assets abroad amounted to 3,372 million 
kronor and total liabilities abroad amounted to 768 million kronor. At the 
end of the war, Sweden was in a very favorable position compared to the rest 
of Europe. Her gold and foreign reserve position was strong, her productive 
machinery intact, even expanded during the war. Her political and social or- 


} ganization was not threatened by a sudden upheaval, so that she could, based 


on a continuity, proceed with further economic development. Sweden was in 
a position to grant reconstruction loans to underdeveloped countries, putting 


} apart of her undestroyed capacity of production and superior resources at 


the disposal of the devastated nations. Sweden became the world’s third lender 
and the first in Europe. Sweden’s total postwar credit amounted at the end 
of 1946 to around 3,500 million kronor, out of which 1,000 million kronor 
credit was granted to the Soviet Union. 

According to the author, it is very doubtful whether Sweden will be able 
to extend turther credits of any importance for some time to come in view 
of the strain which the lending so far has put on the Swedish economy. Meas- 
ured in Sweden’s productivity she should be able to grant further credits if 
she could balance her trade in hard currencies. The dollar problem and the 
distinction between hard and soft currencies have of course complicated the 
position of Sweden, which was made more difficult by the hasty appreciation 
of the Swedish currency in 1946. 
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As the result of the development since the second half century, of greg 
technological progress, of development of the country’s resources and fry 
of all because she escaped the two world wars, Sweden stands here today as, 
creditor nation with powerful productive machinery, with a very high ley¢! 
of living, ready to achieve further social and economic progress. Sweden als 
obviously is strongly affected by the very unfavorable economic situation oj 
most of Europe, and cannot free herself from repercussions on her economy oj 
the very unsettled and changed conditions in Europe, including Great Britain 

In the second part of the book the author attempts in a thorough manne 
to examine how far the events in Sweden correspond with the theories o/ 
capital movements. This task has not been easy considering the lack of ma. 
terial, especially for the early period. Moreover, while it is possible to trace 
the effects of capital movements on the Swedish economy, it is more difficul; 
to follow them up with regard to other national economies. So, for instance, 
to examine the effects of Swedish borrowing in England could lead to a tm 
general conclusion by saying that the British economy behaved like that of, 
capital exporting country. This certainly was true not because of capital e:- 
ports to Sweden but because of the total exports of capital out of which only 
a small fraction went to Sweden. 

With regard to the effects of the capital movements on Swedish economy. 
Dr. Fleetwood has arrived at the following conclusions. The relative position 
of the exchange rates corresponds to what would be expected by the classical 
theory. During the period 1894-1914 the Swedish currency was quoted slight! 
over par and after 1922, somewhat below par. The changes in the exchang 
rate did not lead to gold movements; there was no close correlation between 
the change of the gold reserve and capital movements. The gold reserve showed 
a steady increase in 1898-1918 and there was a close connection between gol 
movements and the note circulation. Increase in the volume of money in 
Sweden affected the relative price levels in the country in the way expected by 
classical theory. This is also true of domestic and import prices, but expor 
prices were much higher than would be expected because of the effect of grow: 
ing foreign demand for Swedish exports. 

The author finds a partial confirmation also for the modern theory 0 
capital movements. Gold movements as a direct result of capital movements 
did not take place and the transfers of Sweden’s capital imports and exports 
were carried out by short-term capital movements mostly of the balancing 
type. The demand for imports decreased as the country became capital «- 
porting. The structure of the composite demand for foreign goods changet. 
showing that the capital movements did not affect Sweden’s foreign demant 
proportionately. 

The author has made some attempts to examine the effects of the Swedish 
capital movements on the economy of other countries, especially the capil 
exporting countries. As mentioned already, Sweden received only a minor pat 
of capital exports of these countries and it is therefore very difficult to in 
out what developments could be attributed to capital export to Sweden. 4! 
though before 1914 Germany exported capital to Sweden, prices there wert 
not always lower than in Sweden. In 1900-1913 there was, however, a lover 
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price level in Great Britain and in France than existed in Sweden. After 
1922 Sweden exported capital to other Scandinavian countries where the price 
level was lower. 

Dr. Fleetwood concludes that both the classical and the modern theories 
of capital movements have been shown to be partly correct, although she ad- 
mits that it was impossible to tell from her investigation the relative im- 
portance of the demand and price reactions in Sweden. 

- The statement that short-term capital movements should be able to trans- 
fer loans was confirmed by this study which reveals that no close relation- 
ship has been found between gold movements and long-term capital move- 
ments. 
The study of the effects of capital imports on the economic development 
of Sweden, of the transition from a capital importing to a capital exporting 
country, of the role played by the two world wars in this transformation pro- 
vides some new and interesting information. It shows, among other things, 
how a country with limited resources and without overseas possessions can 
become a creditor and capital exporting nation. More studies of this kind 
would be useful, particularly at present, because the concept of creditor and 
debtor nations and of the functions, of the international capital movements 
are not always clearly understood. 

ANTONIN BAsCcH 
Washington, D.C. 


Public Control of Business; Public Administration; 
National Defense and War 


The Economic Problem in Peace and War. By LionEet Rossins. (London: 
Macmillan. 1947. Pp. vii, 86. $1.50.) 

In the 1947 Marshall lectures at Cambridge University, which are here 
reproduced, Professor Robbins reflected on the larger issues raised by war- 
time economic controls and by both the current emergency and longer-term 
problems faced by Britain. The main theme of the lectures is that the price 
system offers the best opportunity for furthering both economic welfare and 
democracy although the merits of the wartime suspension of free prices and 
the difficulties of transition back to uncontrolled markets are recognized. 

The first lecture is an indictment of a collectivistic society because it can- 
not direct production “by reference to anticipated demand.” Neither choice 
among current goods nor between present and future goods can reflect the 
influence of minorities or even the will of the majority for “most national 
elections are fought about other issues.” In contrast, production under th> 
price system responds to the wishes of all groups with purchasing power. Most 
criticisms of the production and consumption which develop under free 
markets should be directed toward the income distribution which makes the 
consumption pattern possible. Other criticisms really call for a paternalistic 
control of consumption. 
| In the second lecture, Robbins summarizes the economics of war as consist- 
ing basically of the problem of the command over resources. After dismissing 
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the fiscal theory of control as being adapted to only “the small wars of the 
liberal age,” he emphasizes the need for speed in adjusting resource use { 
war purposes and the inevitable tendency for the income results to aggravate 
the worst effects of freedom of choice in consumption and even to under. 
mine the war effort. Out of this comes the rationale for extensive and rigorous 
wartime controls. Of these controls Robbins judges that their efficacy has beep 
overestimated and that the degree of success achieved is traceable to the unity 
of purpose which pervades a nation at war, to the universal power, including 
that over labor, handed to the government, and to the singleness of purpose 
in economic policy—that of achieving total victory. The absence of these ip. 
fluences, including the lack of control over labor, is a serious weakness of both 
the transition era and of a longer-term attempt at planning resource use. 

Turning to the transitional problem in the final lecture, the speaker points to 
the threat of inflation as the major problem which in his analysis is traceable 
to a rate of investment in excess of savings and the existence of large liquid 
assets in the hands of consumers. He vigorously opposes the complete relaxa- 
tion of controls but argues for allowing the price system greater latitude and, 
by inference, to bring higher prices. This step must be taken someday and 
the arguments against it are not valid because wage increases have far outrun 
price increases and where real hardship would occur it could be taken care 
of by the family allowance system. Export controls, however, cannot be 
released at this time in any notable degree. 

Robbins reiterates his fear that a collectivist society would not be moti- 
vated by the consumers’ desires and would be inefficient, a view strengthened 
by his experience in war activities. He then makes a two-fold counterproposal. 
To make the price system work better he suggests a vigorous program “to 
maintain effective competition,” which is more than trust busting. But that is 
not enough; Robbins announces his conversion to the view that “as an in- 
strument for maintaining reasonable constancy of aggregate demand it | the 
market system] has most profound limitations.” Therefore, in terms similar 
to the early form of the Full Employment Act in this country, he proposes 
that the government by “whatever measures seem appropriate” should bring 
the anticipated volume of expenditure (consumption plus investment) into bal- 
ance with needed expenditure. 

These essays present current issues sharply, cast many old arguments in 
new light, and bring to bear on current debate important aspects of wartime 
experience. In this process, Professor Robbins, while doubting the wisdom o/ 
those who would plan the use of resources, nevertheless places confidence in 
the skill of the same people to forecast inadequacies in total demand and to § 
propose workable means for supplementing the flow of income and invest 
ment. With equal equanimity and while making a plea for the restoration 0! 
pecuniary incentives in Britain, the speaker develops the “normal rule” that 
a distribution of goods found to be inequitable should be corrected by taxation 


and subsidies. 
R, B. HEFLEBOWER 


Washington, D.C. 
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Industrial Mobilization for War: History of the War Production Board and 
Predecessor Agencies, 1940-45. Vol. 1, Program and Administration, His- 
torical Report on War Admin., WPB General Study No. 1. (Washing- 
ton: Supt. Docs. 1947. Pp. xviii, 986. $3.75.) 


During World War II, the United States was in a real sense the arsenal of 
the democracies. In the crucial years 1943 and 1944 it produced 40 per cent 
of the world’s total munitions. To make possible its peak munitions output 
of $57.6 billions in 1944, the country expanded its total product by 52 per 
cent from 1939 through 1944, The story of the unprecedented mobilization 
of U. S. resources which made this production possible, the necessary changes 
in the economic structure of the nation and the fundamental changes in the 
government itself might well serve as a primer for those who must struggle 


| with future national emergencies arising from the imbalance caused by war 


or national or international economic dislocation. 

Industrial Mobilization for War tells the story of American industry from 
1940 through 1945. Volume I, “Program and Administration,” is the chroni- 
cling of the administrative machinery through which the government chan- 
neled production activities to the single purpose of winning the war. The 
volume deals only with the story of the War Production Board and its pre- 
decessors. Price control, rationing, manpower, wage stabilization and other 
economic problems not directly administered by WPB are included only to 
the extent that they touched upon the Board’s operations. 

Production and procurement were the areas specifically assigned to the 
War Production Board in the executive order which established it on January 
16, 1942. Donald M. Nelson (the first of the Board’s two chairmen, J. A. 
Krug having been the second), guided by Baruch’s admonition “Never to let 
anyone not in uniform sign a contract” quickly assigned his procurement 
powers to the services and production became the single purpose of the 
Board’s activities. Baruch’s counsel and Nelson’s policy in giving procure- 
ment to the Armed Services may have been politically wise but it took 
from WPB the most fundamental production-control force, leaving it as it 
were control over the brakes, light, horns, and accelerator of an automobile 
with the Armed Services in the driver’s seat and in control of the starter and 
steering wheel. Because of its failure to recognize that “the power to contract 
is the power to control” (reviewer’s opinion and quotes), the War Produc- 
tion Board was always trying to slow down here, speed up there, sound a 
warning horn now and flash a stoplight then but with the armed services 
doing the steering and the starting. 

Much of the confusion and frustration which marked WPB policy and 
execution stemmed directly from this early bifurcation of an essentially single 
power. Although the evolution of the organization and execution of the pro- 
gram seems reasoned and orderly as described in /ndustrial Mobilization 
For War, improvisation and confusion confounded by compromise and neces- 
sity were the realities of industrial mobilization from 1939 through 1945. 
To be sure we did provide the material which won the war but as one well- 
established professor observed after five years in WPB and other wartime 
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economic organizations “We won the battle of production not because of oy 
industrial mobilization efforts but in spite of them.” The reviewer’s own ex. 
perience from 1939 through mid-1947 leads him to recognize the fundament,} 
reality of this observation. 

Although there had been industrial mobilization planning in the decade 
between the first and second world wars—a War Resources Board, created 
on August 9, 1939, the Advisory Commission to the Council of Nationa 
Defense reconstituted in May 1940, the Office of Production Managemen; 
created on December 20, 1940 and The Supply Priorities and Allocation 
Board established on August 28, 1941—Pearl Harbor found us without a 
industrial mobilization plan and only a disorganized skeletal organization {or 
administering one if it had been formulated. V-J Day found us learning hoy 
to program and with an administrative organization adequate enough in siz 
and skilled enough in administrative technics and procedures to provide the 
essential directions and decisions even in the absence of adequate planning 

Industrial Mobilization for War-Program and Administration summarizes 
the high points of the policy-making problems from Preparedness, Priorities, 
Size of the Military Program, Smaller War Plants, and Production for Civi- 
lians through Exports, Russian Protocol and into the Resumption of Civilian 
Production and Reconversion. It describes the administrative problems o/ 
relationships with the armed services, the ““Czars” (rubber, petroleum, food, 
etc.), the Office of War Mobilization, other governmental units as well as thos 
with private industry, labor unions and other business and consumer groups. 
It tells of the internal organization and reorganization steps taken to: create 
an organization capable of dealing with the Board’s huge and new responsi- 
bilities; (a) Industry Divisions, Material Divisions, Field Organization, Pro- 
gramming Divisions, and other internal administrative units; (b) Planning 
Committee, Requirements Committee, Production Executive Committee and 
the numerous other inter- and intra-agency committees set up to cope with the 
problems of framing a program and executing it; (c) priority certificates, 
conservation orders, Production Requirements Plan, Controlled Materials 
Plan, limitation orders and the thousands of rules and regulations developed 
to deal with the basic problems inherent in the control of production; (d 
personnel recruitment, dollar-a-year men, the inevitable conflicts between 
persons—Nelson, Somerville, Eberstadt, Wilson, etc.; (e) production achieve- 
ments and statistics. James W. Fesler and his associates have done a thorough 
and craftsmanlike job in garnering this story from the miles of WPB records 
and numerous WPB officers and then encompassing it in a volume of 980 
pages. 

The foreword tells us that this is only one part of the broad historical 
program initiated by WPB at the suggestion of President Roosevelt in March, 
1942. The basic record is embodied in a Policy Documentation File and « 
Plant Data Integration File. Minutes of the principal boards and committees 
have been published in a Documentary Publication series. Monographs 0 
major policy and operating areas important to an understanding of the at 
ministrative and economic problems encountered during the war years at 
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presented in a Special Studies series. A General Studies series was planned to 


| include not only the present volume, but also a Volume II, Materials and 


Products; and Volume III, History of the Civilian Production Administration. 
Although the foreword states “The termination of the Civilian Production 
Administration has made it impossible to complete and publish Volumes II 
and III of the General Studies series,” the transfer of the WPB files to the 
newly constituted National Security Resources Board and the hiring by that 
agency of some of WPB’s historical records employees indicate that the new 
agency will probably complete and publish not only these two volumes but 
| additional works on the history of the War Production Board. 

The reviewer is acutely conscious of his failure to describe in this review 
the struggles and problems involved in the Russian Protocol, the role of 
production for civilians in a war economy, horizontal versus vertical produc- 
tion control. Also, his failure to cover facilities expansion, the role of sta- 
tistical reporting and economic analysis, centralized versus decentralized ad- 
ministration and numerous of the other major policy issues encountered in 
mobilizing the nation’s production for war. It would have been impossible to 
give the many important and complex subjects anything but cavalier treat- 
ment in a book review. It would be inappropriate to select any one or two of 
them. These subjects are all treated adequately in the book itself and inter- 
ested persons should get those stories direct from its pages.’ 

In using /ndustrial Mobilization for War as a guide to the organization and 
administrative planning for either future wars or organizing the nation’s re- 
sources for other economic emergencies, persons making such studies should 
realize that this and the other WPB studies deal with the “administration of 
policy making” and not with the “administration of policy execution.” ‘“How 
to do it,” in terms of the grubby procedures of paper handling and operating 
instructions, are not included in these histories. Yet, the major difficulties 
of administering war production and the likelihood of success of planning 
efforts for the future rests chiefly upon our ability to grasp and deal with the 
problems of “paper-pushing.” So long as the United States continues the free- 
enterprise system it will not have the administrative procedures, practices or 
experience essential to handling all of the nation’s resources as though they 
were parts of a single entrepreneurial unit. Economic decisions through the 
free market do not create the basis for such co-ordination and the realities 
of war, although they create the singleness of purpose, do not automatically 
generate the methods for accomplishing this purpose. 

The problems of “how to do it” are much less interesting than those of 
“what to do” or “how much to do.” They are nonetheless the basis on which all 
accomplishment rests and it will be singularly unfortunate if this phase of 
industrial mobilization is neglected by those dealing with the problem in the 
future as it has been by those who so ably chronicled the story of “what we 


‘A less detailed and less complete but excellent comprehensive account is available in 
Chaps, 2, 3, 4, 5, 10, 15 and 16 of The United States at War, prepared by the War Rec- 


rds Section, Bureau of the Budget, U. S. Government Printing Office, Washington, D.C., 
1946, 
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did” and “how much we did” in mobilizing industry for war between 1940 an; 
1945. 

In both world wars the heroic sacrifices of our allies and the strategic errors 
of our enemies gave us the time to experiment and by trial and error experi. 
mentation finds the ways to administer our economic resources for war, |i 
was not until the end of 1943—ttwo years after Pearl Harbor and more thay 
three years after the beginning of the war production effort—that we achieve; 
reasonable stability in the administrative handling of the problems of mobi. 
izing industry for war. 

We are told that in the future warfare will be both more devastating ani 
more speedy. If this be true, we may not have time to find the ways in Work 
War III. 

Davip Novick 


University of Puerto Rico 


A Survey of the American Economy, 1940-1946. By JoHN R. Crar. (Ney 
York: North River Press. 1947. Pp. xiii, 217. $3.75.) 

This little book is largely a factual account of the activities of the various 
federal government agencies during the period of World War II. It is or. 
ganized into ten chapters under the following headings: National Defense, 
Conversion, Priorities aad Allocations, Rationing, Raw Materials of Wz, 
Agriculture, War Finance, Wages, Manpower and Reconversion. 

In each chapter a fairly complete account is given of the efforts of the 
government agencies involved to deal with the problems brought by the war 
Chapter IV on “Rationing” may be cited as typical. A brief statement ¢i 
need is followed by a description of the efforts of the successive agencies 10 
cope with the problems. The dates of establishment of each agency, the 
names of the chiefs, and the principal activities are included. On page 73, for 
example, we find a table of “rationing chronology,” giving the dates ration- 
ing began and ended for the principal commodities. Subsequent pages include 
discussion of the regional operation of the Office of Price Administration 
point rationing, ration banking and the end of rationing. 

The style of the book is journalistic, with a minimum of indication 0 
sources. Virtually no analysis is attempted of the policies followed by th 
agencies discussed, and there is little indication of the controversies, public 
and private, that accompanied the actions of the agencies. The book wouli 
have been improved by the use of graphs and charts, of which there are none. 

This book will be useful to teachers of courses in elementary economit 
history and courses in the economics of war and peace, if such be still offered, 
as an account of the major wartime events on the economic front. Undoubt- 
edly, as the years go by, its usefulness will grow, and economists with shor 
memories will be grateful to Professor Craf for having written down and a 
sembled so much data in such a short compass. 

Francis S, Doopy 


Boston University 
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Labor and Industrial Relations 


| labor Relations and Human Relations. By BENJAMIN M. SELEKMAN. (New 


York: McGraw-Hill. 1947. Pp. xi, 255. $3.00.) 

Until the publication of this enlightening volume, the literature on human 
relations in industry has been devoted exclusively to the development of 
better interpersonal and intergroup relations between management and work- 
ers without reference to the human relations problems posed by collective 
bargaining. The principles and techniques of human relations heretofore have 
been described, frequently with some justification, as management tools. They 


' were to be used as substitutes for the close personal ties between management 
} (owner) and employee which presumably existed before modern technology 
' and scientific management subdivided the job, diluted skills, and created a 


supervisory hierarchy which shut off the worker from his boss. Professor 
Selekman, Kirstein Professor of Labor Relations at the Harvard Graduate 
School of Business Administration, has demonstrated clearly in Labor Rela- 
tions and Human Relations the way in which the presence of a union increases 
the complexity of existing human relationship in industry and creates new 
problems of personal and group adjustment. The book is both an analytical 


5 study of the human problems inherent in union-management relations and a 


prescription for the improvement of these relations. 

The first two of the three parts into which the book is divided deal with 
the problems of human relations which emerge in each phase of the develop- 
ment of union-management relations such as the organizing campaign, the 
recognition of the union, negotiating the first and subsequent agreements, 


| handling of grievances, and in the special problems in human relations raised 


by inevitable technological and organizational changes. The third part de- 
scribes how mature management and labor leaders could improve the 


; handling of conflict situations, and provides a few guideposts for the develop- 


ment of cooperation within the local plant. In broader perspective, the book 
attempts to answer a fundamental question about individual and group be- 
havior in industry. Why does American industry which is so completely 


® (ependent upon the continuous cooperation of highly specialized units pro- 
| duce so much conflict among the very individuals and groups whose coopera- 


tion is so essential? 

The substance of the book consists of a realistic description of the kinds 
of human-relations situations which develop in the course of labor relations. 
Professor Selekman has drawn upon the rich reserve of his own experience as 
arbitrator and consultant in industrial relations for this purpose. Every page 
offers convincing evidence of his understanding of the human factors involved 
in the efforts of management and union leaders to find solutions to their prob- 


S lems. In addition to the realistic description, the situations presented are 


analyzed in sociological and psychological terms well known to the experi- 
enced practitioner in industrial relations. Woven into the descriptive and 
analytical paragraphs is a wealth of practical suggestion for the handling of 
human situations. 
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The advice, if it can be called such, is not presented as the moralizing oj 
a self-styled expert, but it grows naturally out of the analysis, and follows 
so logically, that the reader readily accepts the proposals as his own cop. 
clusions. Likewise, the author’s criticisms, leveled at management because of ; 
personalized, moralistic, and hortatory approach to human relations prob. 
lems, and at union leaders for their unwavering adherence to the languay 
and techniques of conflict in running their unions, grow inevitably out o 
an objective impersonal analysis. Suggestions for improving human aspects oj 
labor relations are not of the cook book type; rather the author strongly 
supports the clinical approach to each human relations problem. He suggests 
that judgment be withheld until all the facts bearing upon the problem ar 
assembled, that they be examined objectively, and that the cause of the diff. 
culty be sought in circumstances and not in people, although the motives oj 
people are among the facts to be considered. Actual industrial relations case 
are used extensively throughout the book to amplify and illustrate what 
happens in human relations situations within the collective bargaining process. 

Criticism should be used sparingly with respect to so timely and satisfac. 
tory a book. It is indeed gratifying that labor relations have at last been 
treated as human relations, ending the monopoly of law and economics over 
this area of human activity. In the opinion of this reviewer, however, there 
are aspects of the book which detract from the high quality of the work asa 
whole. Although the language used is that of clinical psychology and sociology, 
the frame of reference or general theory of interpersonal relations and grow 
behavior is never stated. Consequently, the reader is required to interject his 
own conceptual scheme of human behavior in order to get a real understanding 
of the situations analyzed. To use an analogy, the reader, like a spectator 
on the players bench at a football game listening to the analytical comments 
of the coach, is enlightened only to the extent to which he understands the 
system of play that is being used. Since Professor Selekman does not explain 
his theoretical framework, the reader, while impressed by the keenness of the 
analysis of a series of situations, cannot fit the behavior process together be- 
cause he is offered no pattern by which to do so. There is no accumulation 
of understanding as the pages pass. 

Further, but much less important, there is considerable repetition from 
chapter to chapter. Perhaps this will impress only those who have read Pro: 
fessor Selekman’s articles in recent issues of the Harvard Business Revie: 
since parts of the book draw heavily upon this previously published material 
Sentences are tightly written and the author’s effort to use precise terms an 
finely descriptive phrases makes for hard reading at times. The layman, w- 
accustomed to the use of scientific language to describe commonplace situé- 
tions, would no doubt prescribe a stiff dose of basic English at numerols 
points. It is obvious, nevertheless, that when human relations situations a" 
analyzed, a sacrifice of ordinary words for more precise terms is inevitable. In 
spite of an occasional cumbersome sentence, the case material highlights th 
discussion and carries the reader from chapter to chapter with lively interes! 

Labor Relations and Human Relations concludes with a balancing of th 
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forces of conflict and cooperation in industry, not as isolated phenomena, but 
as part of the social process operating in every phase of contemporary society. 
| The balance may be tilted either way but to develop greater cooperation, 
| thinks Professor Selekman, an honest intelligent effort must be made at the 
crass roots level of industry—the individual plant—to give workers a sense 
of meaningful participation in the community of the workshop. It is here, 
through close association, that men develop basic sentiments and attitudes to- 
ward life as a whole. This is a good book by a competent author and deserves 
a careful reading by everyone engaged professionally in the field of indus- 
trial and labor relations. 
Joun W. McConNneELL 
Cornell University 


Fundamentals of Labor Economics. By F. BAERWALD. (New York: Declan X. 
McMullen Co. 1947. Pp. xvii, 464. $4.00.) 

Publication of a new text on labor economics is an event of especial interest 
today in view of important recent revelopments in the field of labor relations. 
Fundamentals of Labor Economics bears the publication date October, 1947 
and therefore enables the teacher of labor economics who uses this text to 
bring to his students a discussion of the Taft-Hartley Act, portal-to-portal 
pay, and other topics which have attracted widespread attention in recent 
months. 

Baerwald begins by taking the hypothetical case of an average worker and 
indicating how problems of wages, unemployment, social security and union 
relations concretely affect his working life; the author is thus able to show the 
connection between the principal sections of the book. The first major topic 
considered—the income of labor—involves a discussion of standards of living, 
distribution of income, money and real wages, and wage theories. Professor 
Baerwald seems to give undue weight to underconsumptionist theories. Thus 
he finds that “in 1929 the total income payments were too low to sustain 
prosperity and to prevent the slump which followed” (p. 39). “Wages can... 
be ‘too low.’ Under certain circumstances, the total income of the workers as a 
whole may be insufficient to purchase the product of labor” (p. 85). In his 
view, “. . . the demand for consumers goods . . . determines the output of our 
productive system” (p. 86). 

Professor Baerwald’s discussion of wages, as of other problems in the book, 
is commendable for its concreteness and realism. The reader emerges from 
the discussion with a working knowledge of take-home pay, straight-time 
compensation, overtime, and portal-to-portal pay. On the other hand, the 
author's treatment of wage theory is less satisfactory. While agreeing with 
Baerwald that Mr. J. R. Hicks “attempts to adjust the wage theory to the 
modern labor market” (p. 74), the informed reader must be surprised to learn 
that Hicks’ Theory of Wages “discards the productivity approach” (p. 74). 

_ From wage theory the writer proceeds to problems of unemployment and 
‘ull employment. Again the theoretical analysis becomes confused. The flat 
statement is made that “the law of demand and supply applies to the labor 
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market only if there is full employment” (p. 99). Baerwald apparently js 
troubled by the fact that with less than full employment a fall (or rise) jp 
wage rates need not produce a decrease (or increase) in the supply of labo 
but may actually have the opposite result (pp. 99-100). But this curiosity 
of the backward-sloping supply curve has relevance only to the slope ani 
elasticity of the supply curve for labor and certainly affords no warrant fo, 
concluding that the law of supply and demand is “inoperative.” 

In discussing the importance of the distinction between increases in wag 
rates and increases in employment cost, the writer concludes: 


As long as production can be increased while unit cost and prices are bein; 
reduced, it is possible . . . to increase wages without decreasing the number 

. employed. There is . . . a point beyond which production cannot be er. 
panded without the principle of increasing cost reasserting itself. However this 
limit is not reached until all available labor and resources are employed. . .. 
Only when that point is reached do wage increases tend to curtail demand for 
workers (p. 112, italics added). 


It is not clear whether Baerwald is considering a firm, industry, or entir 
economy, but in any case the analysis is erroneous since: (1) increasing cos 
may set in well before ail resources are fully employed, simply because of th 
law of diminishing returns; (2) increasing labor cost is encountered before the 
labor supply is exhausted because less efficient workers are being utilized; 
(3) wage increases may produce displacement of labor even when unit costs 
and prices are falling, because of the possibility of substituting capital for 
labor; (4) wage increases curtail potential demand for labor even when uni 
costs are falling and excess capacity exists, because the rise in wage rates wil 
prevent the economies incident to expanding volume from being fully reflected 
in lower costs and prices, and thus labor will be deprived of job opportuniti« 
which would be available at a lower level of prices and a higher volume o! 
consumption. 

Professor Baerwald is at his best in his discussion of the Keynesian Ger- 
eral Theory of Employment. After examining the theory and its limitations, 
the author proceeds to elaborate a general theory of employment which 
takes account of a changing technological milieu. He suggests that an under- 
standing of the economic process depends upon an appreciation of social forces 
as well. Therefore he discusses in turn five factors of the social pattern which 
exercise a decisive influence on the economic process: population trends, 
frontiers, technology, structure of government and public opinion. 

Professor Baerwald devotes 118 pages out of a 435-page text to a discussion 
of social security, relief, old age and unemployment compensation, safety 
risks, and health insurance. This emphasis will appeal to some instructors and 
not to others. To this reviewer, eight pages devoted to the English Poor Laws 
(pp. 189-96) seem disproportionate in comparison with five pages allotte( 
to the productivity theory of wages (pp. 79-83). 

The book concludes with a discussion of collective bargaining technique: 
and the impact of American labor relations legislation. The Wagner Act ani 
the Taft-Hartley Act are separately presented and discussed, making possible 
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a contrast between the provisions of the two laws. Baerwald fails, however, 
to consider adequately the dangers which organized labor, rightly or wrongly, 
claims lie in the ambiguous phraseology of the new act. Because Section 8a 


© verbally remains largely unchanged, Baerwald concludes: “Basically the exer- 


cise of the workers’ right to organize continues to be protected under the new 
legislation” (p. 374). This may be so, but the student of labor would be 


© afforded a better understanding of organized labor’s denunciation of the act 


as a “slave labor bill” if attention were drawn to the numerous newly added 
provisions which may weaken the protection formerly afforded by Section 8a. 

Baerwald’s categorical statement that “in no case is a union entitled to 
strike to enforce recognition before elections have been held” (p. 376) and 
that “strikes for the purpose of union recognition are . . . treated as unfair 
labor practices” (p. 376) oversimplifies highly debatable points in the act. 
It is true that Section 8b, 4B outlaws strikes by a union against one employer 
to require any other employer to recognize a union not certified; and Section 
sb, 4C covers minority strikes for recognition called in defiance of the certifica- 
tion of another union as representative. But the question of whether or not 
the direct strike for recognition called prior to any certification of representa- 
tives is forbidden by the act is one on which labor law experts express doubt? 
and which the Conference Report on the Taft-Hartley Bill answers in the 
negative. 

The writer’s tendency to be dogmatic with regard to controversial problems 
is also evident in his discussion of the Communist affidavit provisions where 
he declares: “. . . the law disqualifies unions . . . [who fail to comply with the 
provisions] . . . from filing petitions or complaints . . . and in this way makes 
such unions entirely ineffective” (p. 380, italics added). Is the reader then to 
conclude that the United Mineworkers and the United Steelworkers—both 
noncompliants—are “entirely ineffective” unions? 

Professor Baerwald closes with the suggestions that recognition should not 
depend upon a union’s having a majority in a bargaining unit but that we 
should adopt the policy of general union recognition—pluralistic, rather than 
exclusive, unionism—as it is practiced in Europe, where socialistic and Chris- 
tian unions operate side by side (p. 390). While relinquishment of majority 
rule might, as Baerwald suggests, force unions to remain “alert” (p. 391), 
it might complicate the labor relations problems of employers. The author con- 
cludes this policy would eliminate the problems of membership and relative 
strength (p. 390). This seems doubtful; for interunion raids are motivated 
not only by the desire to achieve a majority for recognition purposes, but also 
to acquire a large dues-paying membership and the prestige and power inci- 
dent thereto. 

Professor Baerwald’s text is neither a compendium of statistics nor an 


) ‘xclusively theoretical treatment of the subject. In attempting to combine 


the two approaches, it is perhaps least successful on the theoretical side. 
Nevertheless, as a highly readable account of recent developments in the field 


"See Archibald Cox, “Some Aspects of the Labor Management Relations Act, 1947,” 
Harvard Law Review (Nov., 1947), p. 28. 
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of labor, it deserves the attention of the labor specialist and the gener, 
economist. 
Gorpon F. Brooy 
Harvard University 


Consumption; Cooperation 


The Food Stamp Plan. By J. D. Coppocx. (Philadelphia. Transactions of tiy 
American Philosophical Society, Vol. XXXVII, Pt. 2. 1947. Pp. 7 
$1.50.) 


Problems of surplus disposal seem far distant from the present economi 
scene. Yet there is considerable current interest in the possible future recw. 
rence of such problems, at least for products of agriculture. Hence there 
timeliness in this review and appraisal of the Food Stamp Plan that was oper- 
ated by the U. S. Department of Agriculture from 1939 to 1943. 

Mr. Coppock’s treatise—it is not so long as a book, but substantially longer 
than the usual journal article—is subtitled “Moving Surplus Commoditie 
with Special Purpose Money.” It attempts a generalized discussion of this sub- 
ject as well as a specific appraisal of the Stamp Plan. 

The specific contribution impressed this reviewer as much more substantia 
than the general. The discussion of special-purpose money is sketchy in some 
parts and not wholly convincing in others. The brief comment on the rele: 
tion of its use to economic stabilization and maintenance of employment seemed 
particularly inadequate in the light of current interest in this problem. 

In addition to discussing special-purpose money as a device for subsidizin: 
consumption of a single commodity like food, the treatise comments mor 
briefly on its possible use for several consumers’ goods simultaneously, {or 
subsidizing raw materials to processors (cotton to mattress-makers), for im- 
plementing international exchange of surpluses, and for rationing scarce con- 
modities. No startling conclusions are reached, however. 

A methodological defect is the use of elaborately worked-out numerical 
amples unsupported by rigorous demonstration that would enable the reader 
to determine which of the conclusions are of general validity and whic 
the result merely of the particular figures the author happened to choose. In 
a few instances, also, the argument is complicated by superfluous assumptions 
and some of the minor postulates are not self-evident to the reviewer, or evel 
appear of doubtful validity. 

The work is organized primarily from the administrator’s viewpoint—" 
terms of the decisions that must be made to operate a special-purpose mone) 
plan, and the problems of evaluating alternative procedures and measur: 
results. This approach helps to point up the appraisal of actual operations 0! 
the Food Stamp Plan. 

Probably the chief contribution here is on the problem of preventilf 
“substitution,” or the diversion of subsidy money into non-intended uses. Tie 
author calls needed attention to the importance of dispersion within tt 
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iamily-income-and-size group that is used as the basis for setting “orange- 
stamp” purchase requirements, designed to freeze the participant’s normal 
food expenditure. While the detailed numerical example he develops to ex- 
pound this problem is not convincing as a proof of the rules he suggests, he 
places desirable emphasis on the need for more thorough investigation and a 
search for additional or alternative criteria for administrative practice. 

He calls needed attention likewise to the danger that subsidies under the 
plan will substitute for other assistance pay:nents to participants, especially 
over a period of time when improvements in welfare programs are neglected 
that might otherwise have been made. His remedy, however—that the Plan in 
each area be discontinued from time to time—seems hardly acceptable. With 
this, as with many other measures initially superimposed upon “normal” 
conditions, it is never possible fully to avoid offsetting adjustments that develop 
as the measures become themselves part of a new “normal” situation. There 
can be no continuing deus ex machina. 

Mr. Coppock’s attempts at statistical estimation of the effects of the Food 
Stamp Plan suffer, admittedly, the same difficulties as earlier attempts: ade- 
quate data simply are not available. The estimates arrived at depend in- 
evitably upon unsupportable assumptions regarding demand and supply 
elasticities and similar factors, moderate variations in which can cause large 
variations in the results. The author points repeatedly to the inadequacy of 
studies carried on under the Plan for furnishing answers to this and the 
numerous other questions on which information was needed as a basis for 
intelligent administration and program appraisal. 

A chief recommendation for improvement in case the plan is revived is that 
more adequate studies be made and more informative reports published. Other 
recommendations are: (1) provision of an “unequivocal statement of aims’’ to 
guide administrators; (2) use of only one kind of stamps instead of two; 
(3) establishment of explicit and uniform eligibility rules, and improvement 
of certification procedures; (4) improvement in the basis for setting the 
“orange-stamp” purchase requirements; (5) issuance of “free stamps” in 
amounts designed to make up the difference between participants’ “normal” 
food expenditure and some standard of adequacy, rather than in fixed ratio 
(o orange-stamp purchases; (6) elimination of the granting of extra free 
stamps to purchasers of more than the minimum requirement of orange stamps. 
It is of interest to compare these recommendations to the provisions of the 
National Food Allotment Plan introduced in the last session of Congress.’ 
All of the recommendations except (2) are explicitly provided or authorized 
in that proposal. On number (2) earmarking of a limited proportion of the 
food allotment coupons for the purchase of specified foods is authorized. How- 
ever, Mr. Coppock’s main objection to “blue” stamps of restricted use is that, 
as the Stamp Plan was operated, the restriction had little or no effect. Too 
many foods were put on the “blue-stamp list.” Hence the use of two kinds of 
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proposed Food Allotment Plan would thus appear to be essentially consisten; 


with his recommendations throughout. “ 
HERMAN M. SouTHWortH 

Washington, D.C. ae 
de 

Population; Migration; Vital Statistics pa 

The Economics of Migration. By Juttus Isaac. (New York: Oxford Uniy, " 
Press. Pp. xii, 285. $4.50.) vs 

The important but extremely diverse and complex subject of human migra. of 
tion has always suffered, as a field of study, from three evils: poor data, dul ret 
research tools, and unsystematic theory. Dr. Isaac, in this volume of the Inter. ' 
national Library of Sociology and Social Reconstruction, has gone far toward of 
remedying the last evil. He has produced the outstanding work to date on wa 
the economic theory of migration. bu 
The study is limited almost entirely to external (or international) migra tio 
tion, and, within this category, to “free individual” movement. This greatly val 
simplifies the problem, because, as the author points out, it is exactly this free | 
migration that is most responsive to economic factors. (It should be pointed set 
out, however, that this is true by definition. If an individual moves for re- ha 
ligious or political reasons, he is presumably “forced” to migrate, but if he sp 
moves because of low wages or unemployment, he is a “free” migrant. Dr. he 
Isaac therefore falls into logical redundancy when he declares that “migra- pr 
tion,” as he defines it, is determined primarily by economic motives [pp. 3, tak 


23]). 

The analysis falls roughly into three parts. The first is a sketchy historical 
background recounting the nature and theory of migration in past epochs, 
limited entirely to Europe. The second is a longer but still somewhat prosaic 
discussion of the factors determining the volume and direction of migration. 
Here he is forced to deal, not only with the fact, but also with the measure 
ment of cost-of-living and real-income differentials. He reflects a popular 
myth among economists when he speaks of “the inherent difficulty of the 
quantitative measurement of satisfactions” (p. 25)—a myth that an acquaint- 
ance with social psychology should dispel. The author also considers difier- 
ences of population growth, natural resources, technical development, etc., 
factors influencing the direction of migration. Appended to this discussion i: 
a brief account of the volume of international migration in modern times, 
and an all-too-brief “note on migration statistics.” It is clear that not only 
are the data poor—especially on met migration—but also, as he does n0! 
realize, that the tools of statistical analysis are extremely primitive. Why, {0 
example, are there no refined measures of the rate of migration comparable it 
precision to the net reproduction rate in the study of fertility or the life table 
in the study of mortality? 

The third part is a closely reasoned analysis of migration “as a means 0! 
adjusting a disharmonious distribution of population.” Here the author 
tempts to give a systematic statement of the very tricky optimum population 
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theory as applied to migratory movements, and to illustrate his conclusions 
by a study of population trends in various countries of emigration and im- 
migration. He is only partially successful, primarily because he tends, in the 
reviewer's Opinion, to overemphasize the effects of population increase or 
decrease in the concrete situation. Following this discussion, in the fourth 
part, he discusses the control of migration. He develops the notion of popula- 
tion-carrying capacity as one important element in a country’s ability and 
willingness to absorb immigrants, using Australia and Palestine as examples. 
Contrariwise, he brings the same conceptual apparatus to bear on the effects 
of large-scale emigration on the home country, using Ireland, Italy, and 
regions of Great Britain as illustrations. 

The final part, much the best one, is a theoretical analysis of the relation 
of migration to economic variables. He considers the effect of migration upon 
wages, capital accumulation, employment, structural readjustment, and the 
business cycle. A long and excellent discussion is given of the relation of migra- 
tion to international trade and to international capital movements, under 
varying assumptions. 

The book is so good on an important but usually fruitless topic that criticism 
seems ungrateful. Yet the following are worth mentioning: (1) The author 
has set himself the task of economic analysis, but wishes at the same time to 
speak about the “desirability” of certain concrete policies. This means that 
he must inevitably mention certain non-economic factors, such as race 
prejudice and nationalistic attitudes. Quite correctly, for his purposes, he 
takes these as given with little attempt at explanation, but he then occasionally 
forgets their existence and tends to reason about concrete policies as if 
economic considerations alone determined the actual situation. In general he 
seems to favor a high volume of free migration and rapid population growth. 
(2) In the writer’s opinion he accepts too readily the thesis advanced by 
Reddaway, Hansen, and others, that a stationary or declining population has 
deleterious effects on a capitalistic economic system. (3) In stating the 
demographic theories of persons such as Malthus and Pearl he sometimes over- 
simplifies. (4) He confines himself almost wholly to areas having an European 
culture, omitting important facts and problems connected with the migra- 
tion of Asiatics. (5) His referencing is not always adequate and is sometimes 
inaccurate. 

These criticisms are not really fundamental, because the wary reader can 
make allowance for them. The book will repay the close attention of any 
student of international economics, labor, or population. 

KIncsLey Davis 
Princeton University 
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Republica. 1947. Pp. cxix, 288.) 
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i spicer, E. E. and Pecrer, E. C. Income tax. With a chapter on the profits tax. (London: 


H. F. L. [Publishers], Ltd. 1947. Pp. xxxiii, 721. 25 s.) 


| SprecELENBERG, J. H. De invloed van belastingheffing op de consumptie. The influence of 


taxation on consumption. (Leiden: Stenfert Kroese. 1946. Pp. 144.) 


Pviuwa, A. de. Budget making in Brazil. Translated from the Portuguese by H. Walker. 


Ohio State Univ. Grad. School pub. in comparative pub. admin. no. 1. (Columbus: 
Ohio State Univ. Press. 1947. Pp. 116. $1.50.) 


Vos, H. Eenige quantitatieve onderzoekingen over de betrekkingen tusschen overheids- 
financién en volkshuishouding. The quantitative relationships between public finance 
and economic conditions. Netherlands Economic Institute no. 38. (Haarlem: F. Bohn. 
1946. Pp. 239.) 


innual report of the auditor of Puerto Rico for year ending June 30, 1947. (San Juan: 
Office of the Auditor of Puerto Rico. 1947. Pp. 56; exhibits and appendix, 72.) 


Sin is property tax statistics, 1943. Property Tax Division pub. (Springfield: Illinois 


Dept. of Revenue. 1947. Pp. 212.) 


Our national debt and our savings. Nat. debt ser. no. 5. (New York: Committee on Public 
Debt Policy. 1948. Pp. iv, 20. 25¢.) 


Southern manufacturer's tax bill. Bur. of Bus. Research bull., no. 13. (Lexington: Univ. 
of Kentucky. 1947. Pp. viii, 88.) 


Your federal income tax. 1947 ed. Short articles based on the Internal Revenue Code. 
Washington: Supt. Docs. 1947, Pp. 106. 25¢.) 


Money and Banking; Short-Term Credit 


BarocH, T. Studies in financial organization. Nat. Inst. of Econ. and Soc. Research, econ. 
and soc. stud, vi. (New York: Macmillan. London: Cambridge Univ. Press. 1947. Pp. 
319. $4.50.) 


Bopp, K. R., Rosa, R. V., Parry, C. E., THomas, W. and Youns, R. A. Federal Reserve 
policy. Postwar econ. stud. no. 8. (Washington: Board of Govs. of the Federal Res. 
System. 1947, Pp. iv, 119. 25¢.) 

Contents: Three decades of Federal Reserve policy; impact of the war on member 
banks; selective instruments of national credit policy; problems of postwar monetary 
policy. 


S Brecura, A. L’economia dal punto di vista monetario. Lezioni dell’ anno accademico, 


1945-46, Universita di Roma. (Rome: Edizioni dell’Ateneo. Pp. 404.) 


CHANDLER, L. V. The economics of money and banking. (New York and London: Harper. 
1948. Pp. xiv, 732. $4.50.) 


Garvy, G. Debits and clearings statistics. (Washington: Board of Govs. of the Federal 
Res. System. 1947. Pp. v, 50.) 


Gaver, A. D. and Rostow, W. W. How money works. Pub. affairs pamph. no. 45. (New 
York: Pub. Affairs Committee. 1947. Pp. 31. 20¢.) 


GorpHart, C. De rentevorming in de moderne volkshuishouding. The rate of interest in 
the modern economic system. (Leiden: Stenfert Kroese. 1947. Pp. 280.) 


Kortewec, S. and Keesinc, F. A. G. Het moderne geldwezen. The modern monetary 
system. (Amsterdam: Noord-Hollandsche Uitgeversmaatschappij. 1945. Pp. 360.) 


JEFTINCK, P. Inleiding tot de Geldtheorie. Introduction to the theory of money. (Leiden: 
Stenfert Kroese. 1947. Pp. viii, 295.) 


Mavven, J. T., Napier, M., and Hetrer, S. Money market primer—a study of the insti- 
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tutions and operations of the New York money market. (New York: Ronald Press 
1948. Pp. viii, 212. $3.) 

Warp, W. and Harrietp, H. Bank credits and acceptances—in international and domestic 
trade. 3d ed. (New York: Ronald Press. 1948. Pp. ix, 243. $4.50.) 


Bank for International Settlements seventeenih annual report 1st April 1946-31st March 
1947. (Basle: Bank for Internat. Settlements. 1947. Pp. 173.) 


Commonwealth Bank of Australia in the second world war. (Sydney: John Sands Pty 
1947. Pp. 330.) 


The Federal Reserve System--its purposes and functions. 2nd ed. (Washington: Board 
of Govs. of the Federal Res. System. 1947. Pp. x, 125. Cloth, 75¢; paper, gratis.) 


Small businessman and his bank. (Washington: Supt. Docs. 1948. Pp. 13. 10¢.) 


International Trade, Finance and Economic Policy 
Arne, S. United Nations primer. Rev. ed. (New York: Rinehart. 1948. Pp. vii, 266.) 


BEHRENDT, R. F. Inter-American economic relations—problems and prospects. (New York 
Committee on Internat. Econ. Policy. 1948. Pp. 98.) 


Betorr, M. The foreign policy of Soviet Russia, 1929-1941. Vol. I, 1929-1936. Issued 
under the auspices of the Royal Inst. of Internat. Affairs. (London and New York 
Oxford Univ. Press. 1947. Pp. xii, 261. $4.50.) 


Bropie, B. American security and foreign oil. For. Policy Rept., Mar. 1, 1948. (New York: 
Foreign Policy Assoc. 1948. Pp. 15. 25¢.) 


Browper, E. R. World communism and U. S. foreign policy; a comparison of Marxist 
strategy and tactics after World War I and World War II. (New York: Author, 55 \\ 
42nd St. 1948. Pp. 55. $1; paper, 50¢.) 

FONTANELLAZ, R. Die stellung des fremdenverkehrs in der aussenwirtschaft unter beson- 
derer beriicksichtigung der Schweiz. Schweizerische Beitrige zur Verkehrswissenschaft 
heft 21. (Bern: Von Stampfli & Cie. 1947. Pp. xiv, 177. Sw. fr. 8.50.) 


FRIEDMAN, I. S. and GarritsEN, M. M. Foreign economic problems of postwar United 
States. Suppl. paper submitted for use at tenth conference of Institute of Pacific Rel- 
tions. (New York: Am. Inst. of Pacific Relations. 1947. Pp. 115. $1.25.) 


Hormes, O. Latin America and the United States—problems of economic readjustment. 
For. Policy Rept., Jan. 15, 1948. (New York: Foreign Policy Assoc. 1948. Pp. 11. 25¢. 


Hoover, C. B., and others. Will the Marshall Plan succeed? Transcript no. 513. (Chicago: 
Univ. of Chicago Round Table. 1948. Pp. 29. 10¢.) 


Isaacs, A. International trade—tariff and commercial policies. (Chicago: Richard D. Irwin 
1948. Pp. xxv, 838. $5.) 


Kriz, M. A. Postwar international lending. (Princeton: Internat. Finance Sec., Princeton 
Univ. 1947. Pp. 29. Gratis.) 


Miter, K. Der kapitalimport—studie zur theorie der internationalen kapitalbewegungen 
(St. Gallen: Verlag der Fehr’schen Buchhandlung. 1947. Pp. ix, 198. Sw. fr. 13.50 


Potrer, H. C. The Marshall Plan. A report by the Subcommittee on Economic Life 
(Washington: Catholic Assoc. for Internat. Peace. 1947. Pp. 48. Apply.) 


Wiis, J. H. Postwar monetary plans and other essays. 3d ed., rev. and enlarged. (NeW 
York: Alfred A. Knopf. 1947. Pp. xii, 312, xviii. $3.50.) 


Aid to China: amended report of the Committee on Foreign Relations, 80th Cong., 24 
sess., on S. 2393, a bill to promote the general welfare, national interest, and fortg 
policy of the United States by providing aid to China. (Washington: Supt. Docs. 1%. 
Pp. iii, 20.) 
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‘id to Greece and Turkey: report of the Committee on Foreign Relations, 80th Cong., 
2d sess., om S. 2358, @ bill to amend the act approved May 22, 1947, “Act to Provide 
jor Assistance to Greece and Turkey.” (Washington: Supt. Docs. 1948. Pp, iii, 38.) 


lied economic recovery: the contribution of industrial capital equipment delivered by 
Germany as reparation. (Brussels: Inter-Allied Reparation Agency. 1948. Pp. 28, 
mimvo. ) 


dn American program of European economic cooperation. Statement on national policy 
by C. E. D. Research and Policy Committee. (New York: Committee for Econ. Devel- 
pment. 1948. Pp. 24, mimeo.) 


Census of American-owned assets in foreign countries. (Washington: Supt. Docs. 1947. 
Pp. 128. 35¢.) 


Commercial policy in relation to agriculture. Rural Reconstruction Commission 10th re- 
port to the Minister for Post-war Reconstruction, Aug. 7, 1946. (Canberra: Common- 
wealth Govt. Printer. 1946. Pp. 362.) 


Economic development in selected countries: plans, programmes and agencies. U.N. Dept. 
of Econ. Affairs pub. no. 1948. 11 B. 1. (New York: Internat. Docs. Service, Columbia 
Univ. Press. 1947. Pp. xvi, 286. $3.) 


Economic report: salient features of the world economic situation, 1945-47. U.N. Dept. of 
Econ. Affairs pub. no. 1948. 11 C. 1. (New York: Internat. Docs. Service, Columbia 
Univ. Press. 1948. Pp. xv, 354. $2.50.) 


European recovery program: hearings, before the Committee on Foreign Relations, U. S. 
Senate, 80th Cong., 2nd sess., on United States assistance to European economic recovery. 
Pt. 1, Jan. 8-15, 1948. (Washington: Supt. Docs. 1948. Pp. 530, vii.) 


Geneva charter for an International Trade Organization—a commentary. (Washington: 
Supt. Docs. 1948. Pp. 27. 15¢.) 

International economic organizations. The transition from war to peace. (London: H. M. 
Stat. Off. 1947. Pp. 40. 1s.) 

International financial statistics. (Washington: Internat. Monetary Fund. No. 1, Jan., 
1948. Pp. vi, 155.) 

The memoirs of Cordell Hull. 2 vols. (New York: Macmillan. 1948. Pp. xii, 916; vi, 885. 
$10.50.) 

The public looks at trade and tariff problems. (Denver: Nat. Opinion Research Center. 
1947, Pp. 32. 50¢.) 


Second report to Congress on assistance to Greece and Turkey for the period ended De- 
cember 31, 1947. Dept. of State pub. 3035, econ. cooperation ser. 3. (Washington: Supt. 
Docs. 1948. Pp. vii, 64. 25¢.) 


The United States and the United Nations: report by the President to the Congress for 
the year 1947. 2nd annual report on activities of the United Nations and the participa- 
tion of the United States therein. Dept. of State pub. 3024, Internat. org. and conf. ser. 
ITI, 1. (Washington: Supt. Docs, 1948. Pp. xiii, 359. 60¢.) 


Business Finance; Insurance; Investments; Securities Markets 


Basson, R. W. Business barometers and investment. 4th ed. (New York: Harper. 1948. 
Pp. 304. $3.) 


B Bocen, J. I, and others. Financial handbook. 3d ed. (New York: Ronald Press. 1948. 


Pp. 1303. $7.50.) 


CHERRINGTON, H. V. Business organization and finance. (New York: Ronald Press. 1948. 
Pp. vii, 485. $4.50.) 


Doxatpson, E. F. Personal Finance. (New York: Ronald Press. 1948. Pp. x, 499. $4.50.) 
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Duranp, D. and Winn, W. J. Basic yields of bonds, 1926-1947: their measurement on 
pattern. Tech. paper 6. (New York: Nat. Bur. Econ. Research. 1947, Pp. 40. 75¢) 


Griswoip, E. N. Spendthrift trusts, under the New York statutes and elsewhere, includin, 
insurance proceeds. 2nd ed. (Albany: M. Bender. 1947. Pp. 803. $12.50.) 


GutTHMaAnn, H. G. and Dovcatt, H. E. Corporate financial policy. 2nd ed. (New York 
Prentice-Hall. 1948. Pp. 758. $6; text ed., $4.50.) 

Hoizman, R. S. Corporate reorganizations—their federal tax status. (New York: Ronali 
Press. 1948. Pp. x, 411. $7.50.) 


1947 life insurance fact book. (New York: Inst. of Life Insurance. 1947. Pp. 98. Gratis 


Security dealers of North America. Midyear 1947 ed. (New York: Herbert D. Seibert { 
Co. 1947. Pp. 1207. $9.) 


Public Control of Business; Public Administration; National 
Defense and War 


Benes, R. J., Dickerson, R., Hart, J. A., Kass, D., Lirrer, A. M., and Pascuxg, J. Wj 
Problems in price control: pricing techniques. Hist. repts. on war admin., OPA, ye: 
pub. no. 8. (Washington: Supt. Docs. 1947. Pp. xi, 286. 55¢.) 


Crar, J. R. A survey of the American economy, 1940-46. (New York: North River Pres 
1947. Pp. xiii, 217. $3.75.) 

Guaresti, J. J. El sistema de precios y su control. (Buenos Aires: Guillermo Kraft. 194 
Pp. 286.) 

Munp, V. A. Open markets—an essential of free enterprise. (New York and London 
Harper. 1948. Pp. xi, 272. $3.) 


Novick, D. and Sterner, G. A. Wartime industrial statistics—a study of the War Produ. 
tion Board’s industrial statistical reporting experience. (Pp. 213, mimeo.) 


Pomeroy, D. A. Business law. 3d ed. (Cincinnati: South-Western Publishing Co. 194 
Pp. xi, 994.) 


RusseELLt, J. and FAntin, R. Studies in food rationing. Hist. repts. on war admin, 
OPA, gen. pub. no. 13. (Washington: Supt. Docs. 1947. Pp. xvi, 404. 75¢.) 
Separate studies for coffee, processed foods, fats and oils and dairy products, fluid mil, 
and livestock slaughter. 


ZIMMERMAN, V. B. Problems in price control: national office organization and managemet. 
Hist. repts. on war admin., OPA, gen. pub. no. 12. (Washington: Supt. Docs. 1%) 
Pp. xii, 184. 35¢.) 


Economic DaTA SERIES 


A series, published by the Office of Temporary Controls, through which it is plannel 
to make available to other government agencies and to interested parties in commer 
and industry as much of the generally useful economic and financial information s\)- 
mitted to the OPA as can be summarized and released within the requirements of c- 
fidentiality imposed by statute. Copies may be obtained from the Superintendent 0 
Documents, Washington, D.C. 

No. 1 Civilian meat distribution, Jan.-Mar. 1944. Pp. 28. 10¢ 

No. 2 Bituminous coal mines operating data 1943, 1944, and 1945. Pp. 26. 15¢ 

No. 3 Pennsylvania anthracite operating data 1940-45 and first nine months of 1% 

Pp. 6. 10¢. 

No. 4 Electrical appliance retailers income statements 1939, 1941, 1944, Pp. 11. 10¢. 

No. 5 Shirts, shorts, and pajama manufacturers operating data 1936-44. Pp. 13. 10¢. 

No. 6 Building materials and mechanical building equipment manufacturers operon 

data 1936-46. Pp. 24. 15¢ 
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No. 7 Retail furniture stores operating statements and sales distribution analysis 1936- 
45. Pp. 6. 10¢. 

No. 8 Consumer durable goods manufacturing industries operating data, 1941. Pp. 11. 
10¢. 

No. 10 Rubber tire and tube manufacturers operating and unit cost data 1941-45. Pp. 
10¢. 

No. 11 Selected machinery and related equipment manufacturers operating data 1936- 
46. Pp. 8. 10¢. 

No. 12 Fresh fruit and vegetable wholesale distribution, 1941. Pp. 6. 10¢. 

No. 13 Manufacturers of women’s, children’s and infants’ underwear and nightwear and 
allied garments financial data 1936-42. Pp. 7. 10¢ 

No. 14 Leather tanners, shoe manufacturers, and wholesale and retail shoe distributors 
financial data 1936-45. Pp. 7. 10¢ 

No. 15 Commercial bituminous coal mines operating data 1943-46. Pp. 20. 15¢. 

No. 16 Retail lumber dealers, wholesale stock millwork distributors, and plumbing and 
heating equipment jobbers and dealers operating data 1936-46. Pp. 31. 20¢. 

No. 17. Steel manufacturers production costs per net ton of selected carbon steel products 
1944, Pp. 3. 10¢. 

No. 18 Mechanical rubber goods manufacturers operating data 1936-45. Pp. 13. 10¢. 


OPA and the Public Utility Commission. Hist. repts. on war admin., OPA. (Washington: 
Supt. Docs. 1948. Pp. 93. 25¢.) 


Problems in price control, legal phases. Emergency Court of Appeals and role of price 
lawyers. (Washington: Supt. Docs. 1948. Pp. 106. 25¢.) 


ublic works programme and policy. Social and Economic Planning Council rept. no. 10. 
Capetown: Union of South Africa. 1946. Pp. iv, 91. 8s, 6d.) 


Report of Federal Trade Commission on the copper industry: Pt. 1, Copper industry of 
the United States and international copper cartels; Pt. 2, Concentration and control by 
the three dominant companies. (Washington: Supt. Docs. 1947. Pp. 420. $1.25.) 


Report of Federal Trade Commission on the sulphur industry and international cartels. 
Washington: Supt. Docs. 1948. Pp. 105. 25¢.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


Davis, M. V. Guide to American business directories. (Washington: Public Affairs Press. 
1948. Pp. x, 242. $3.75.) 

Haccou, J. F. De termijnhandl in goederen. The theory of forward exchange of com- 
modities. (Leiden: Stenfert Kroese. 1947. Pp. x, 373.) 


Nerr, P., Baum, L. C., and Hemman, G. E. Production cost trends in selected industrial 
weas. (Berkeley and Los Angeles: Univ. of California Press, for the John Randolph 
Haynes and Dora Haynes Foundation. 1948. Pp. xii, 250. $4.) 


© Modern management practices and problems—progress and trends in seven fields of man- 
igement. Gen. management ser. no. 139. (New York: Am. Management Assoc. 1947. 


Pp. 48. $1.) 
Marketing; Domestic Trade 


Nystrom, P. H., and others, editors. Marketing handbook. (New York: Ronald Press. 
1948. Pp. 1,335. $7.50.) 


| Puetrs, C. W. Retail credit fundamentals. Official textbook of the Nat. Retail Credit 
Assoc., rev. ed. (New York: McGraw-Hill. 1947. Pp. 331. $5.) 


Sanpace, C. H. Advertising—theory and practice. 3d ed. (Chicago: Richard D. Irwin. 
1948. Pp. 637. $6.) 
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STocKING, S. B., Jr., editor. Management in marketing. (Toronto: Univ. of Toronto Pre 
1947. Pp. vii, 118. $2.50.) 


Mining; Manufacturing; Construction 


Byork, K. Saga in steel and concrete: Norwegian engineers in America. (Northfield, Minn, 
Norwegian-American Hist. Assoc. 1947. Pp. vii, 504. $4.) 


Deyrup, F. J. Arms makers of the Connecticut Valley; a regional study of the econon; 
development of the smaller arms industry, 1798-1870. Smith College stud. in hist., vol, 3 
(Northampton: Smith College Library. 1948. Pp. 297. Apply.) 


Fieppérus, M. L. and Van M. The technological basis for national developmen 
and its implications for international co-operation—a statement of guiding principiy 
for study of resources for optimum living standards. (New York: Internat. Indus, Reis 
tions Inst. 1948. Pp. 44. 50¢.) 


Rostow, E. V. A national policy for the oil industry. (New Haven: Yale Univ. Pres 
1948. Pp. xvi, 173. $2.50.) 


Von Bercen, W. and MAvERSBERGER, H. R. American wool handbook—a practical te 
and reference book for the entire wool industry. 2nd ed. (New York: Textile Book Pus 
1948. Pp. 1,070. $8.) 


Geographic distribution of construction in. the U.S., 1939-1947. Suppl. to the Constructio: 
and Construction Materials Industry Report. Prepared in Construction Division, (fix 
of Domestic Commerce. (Washington: Dept. of Commerce. 1948. Pp. iv, 70, mimeo 


The nation’s most prosperous industry—an accounting of the post-war financial experien 
of American textile manufacturers. Research dept. econ. rept. (New York: Tettk 
Workers Union of America, CIO. 1948. Pp. 24.) 


Transportation; Communication; Public Utilities 


GrossMAN, W. L. Air passenger traffic. (Brooklyn: Chemical Pub. Co. 1947. Pp. 215. 4 


Hampton, T. The Nickel Plate Road—the history of a great railroad. (Cleveland: Wort 
Pub. Co. 1948. Pp. 366. $3.75.) 


Kuter, H. C. Verkeer en vervoer in Nederland zooals deze zijn bepaald door economist 
geografische factoren. Traffic and transportation in the Netherlands as they are dete- 
mined by economic geographical factors. (Utrecht: 1946. A. Oosshoek. Pp. xiv, 258 


Littey, T., and others. Problems of accelerating aircraft production during World War |! 
(Boston: Harvard Univ. Grad. School of Bus. Admin. 1947. Pp. 120. $1.50.) 


Morton, M. The complicated ABCs of changes in class railroad rates. Indus. research # 
no. 10. (Lawrence: Univ. of Kansas. 1948; Pp. 126. Gratis.) 


Rosinson, H. The British post office. (Princeton: Princeton Univ. Press. London: Oxior 
Univ. Press. 1948. Pp. xvii, 467. $7.50.) 


Wacker, G. Road and rail—an enquiry into the economics of competition and state (0 
trol. (London: Allen & Unwin. 1947. Pp. 282. 18s.) 


Wison, G. L. New departures in freight rate making. (New York: Simmons-Boardm= 
1948. Pp. 150. $3.) 
An Analysis of Railway rating principles and the effect of transport costs on indusire 


development in the Union. Board of Trade and Industries of the Union of South Aine 
report no. 285. (Cape Town: Govt. Printer. 1946. Pp. 63.) 


61st annual report of the Interstate Commerce Commission, November 1, 1947. (Wasi 
ington: Supt. Docs. 1948. Pp. iv, 199. $1.) 


Electric power and government policy: survey of relations between the government and | th 
electric power industry. (New York: Twentieth Century Fund. 1948. Pp. xx, 860. § 
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Railroads in this century—a summary of the facts and figures. (Washington: Assoc. of 
Am. Railroads. 1947. Pp. 24. Gratis.) 


Report on the Columbia River power system, year 1947. With financial statements and 
auditors’ report. (Portland: Bonneville Power Admin. 1948. Pp. 27; schedules, 15.) 


Selected papers and addresses of Joseph B. Eastman, director, Office of Defense Transporta- 
tion, 1942-44. (New York: Simmons-Boardman. 1948. Pp. xii, 381. $4.) 


) Transportation in America, (Washington: Assoc. of Am. Railroads. 1947. Pp. 391. Gratis.) 


Agriculture; Forestry; Fisheries 


\cKERMAN, J. and Harris, M., editors. Family farm policy. Proceedings of a conference 
on family farm policy, attended by participants from the British Commonwealth, 
Northern Europe, Central Europe, Latin America, and the United States, held at the 
University of Chicago, February 15-20, 1946. (Chicago: Univ. of Chicago Press. 1947. 
Pp. xxii, 518. $4.) 


BranoT, K. Whaling and whale oil during and after World War II. War-peace pamph. no. 
11. (Stanford Univ.: Food Research Institute. 1948. Pp. iii, 48. 50¢.) 


pe GrarF, H. and Haysteap, L. The business of farming. (Norman: Univ. of Oklahoma 
Press. 1948. Pp. 262. $3.) 


Lacter, E. Oberdsterreichs landwirtschaft in Zahlen, 1939-1945. (Vienna: Osterreichischer 
Agrarverlag. 1946. Pp. 72.) 


Murray, W. G. Agricultural finance; principles and practice of farm credit. 2nd ed., rev. 
Ames: Iowa State College Press. 1947. Pp. 328. $4.) 


Sarrer, L. A., Jr. A critical review of research in land economics. (Minneapolis: Univ. of 
Minnesota Press. 1948. Pp. 258. $4.) 


SHEPHERD, G. S. Agricultural price policy. 2nd ed., rev. (Ames: Iowa State College Press. 
1947. Pp. 361. $4.50.) 


Stamp, L. D. The land of Britain—its use and misuse. (New York: Longmans, Green. 
1948. Pp. viii, 507. About $10.50.) 


Ware, H. F. The farmer and economic progress. Two parts separately available, Market- 
ing problems and policies and Agricultural problems and policies. (Siloam Springs, Ark. : 
John Brown Univ. Press. 1948. Pp. 424. Twilex, $4; cloth, $5.) Syllabus, in twilex, $1.25; 


cloth, $2.) 


Report of the United States-Syria Agricultural Mission. U. S. Office of Foreign Agric. 
Relations, internat. agric. collaboration ser. no. 4. (Washington: Supt. Docs. 1947. Pp. 
102. Apply.) 


Study of agricultural and economic problems of the cotton belt: hearings, 80th Cong., 
Ist sess., before Special Subcommittee on Cotton of the Committee on Agriculture, 
House of Representatives, July 7-8, 1947. (Washington: Supt. Docs. 1947. Pp. 877.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Davison, D. The Tennessee; vol. 2, The new river, Civil War to TVA. Rivers of America 
ser. (New York: Rinehart. 1948. Pp. 385. $3.50.) 
Dawson, C. A., editor. The new North-West. (Toronto: Univ. of Toronto Press. 1947. 
Pp. x, 341. $4.25.) 
Paper on the government, economic development and social progress in the Nortl#- 
western territories of Canada. 


Dickinson, R. E. City region and regionalism—a geographical contribution to human 
ecology. (New York: Oxford Univ. Press. 1947. Pp. xv, 327. $4.75.) 
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HALTERMAN, J. F. An economic survey of Santa Barbara. (Berkeley: Univ. of Californi; 
Bur. of Bus. and Econ. Research. 1947. Pp. 81.) 


Homes, L. G. and Jones, C. M., editors. The real estate handbook. (New York: Prentice. 
Hall. 1948. Pp. 796. $10; text ed., $7.60.) 


Huspanp, W. H. and Anperson, F. R. Real estate analysis. (Chicago: Richard D. Irwin 
1948. Pp. xiv, 576. $5.) 


Vance, R. B. The South’s place in the nation. Pub. affairs pamph. no. 6. (New York 
Pub. Affairs Committee. Pp. 31. 20¢.) 


Central Valley project studies, reconversion of war industries, problem 6. (Washington 
Supt. Docs. 1947. Pp. 94. 25¢.) 


Labor and Industrial Relations 


AsHE, D. I. and Rirxin, G. The Taft-Hartley law; how it affects unions and worker 
2nd ed. (New York: Rand School Press. 1947. Pp. 32. 35¢.) 


BarpasH, J. Labor unions in action—a study of the mainsprings of unionism. (New York 
and London: Harper. 1948. Pp. x, 270. $3.50.) 


Bettoc, N. B. Wages in California—war and postwar changes. (Berkeley and Los Angeles 
Univ. of California Press. 1948. Pp. xii, 98. $2.) 


Brown, L. C., s. 3. The impact of the new labor law on union-management relations. 4 
question-and-answer discussion, including the text of the Labor Management Relation: 
Act of 1947, together with reprints of various forms to be filed by unions with the 
Secretary of Labor and the National Labor Relations Board. (St. Louis: Institute of 
Social Order, St. Louis Univ. Pp. 115. $1.50.) 


Cason, F. L., editor. Proceedings of the personnel and industrial relations conference «i 
Purdue University, May 19-20, 1947. (Lafayette: Purdue Univ. 1947. Pp. 65. Gratis 


CuaseE, S. A generation of industrial peace. Thirty years of labor relations at Standard 0 
Company (N.J.). (New Jersey: Standard Oil Co. 1947. Pp. 57. Pamph. ed. gratis.) 


GrnzBerc, E., assisted by J. CARweELL. The labor leader. (New York: Macmillan. 1948. 
Pp. xiv, 190. $3.) 


Gomserc, W. A trade union analysis of time study. (Chicago: Science Research Associates 
1948. Pp. xi, 243. $4.25.) 


Grecory, C. O. and Katz, H. A. Policy development under the National Labor Relation 
Act. (Chicago: Univ. of Chicago Indus. Relations Center. 1947. Pp. 73. Apply.) 
A concise presentation of the way in which the National Labor Relations Board has 
interpreted and applied important parts of the Wagner Act. 


KENNEDY, T. Effective labor arbitration—the impartial chairmanship of the full-fashioned 
hosiery industry. Indus. research stud. no. 34. (Philadelphia: Univ. of Pennsylvanu 
Press. Pp. 284. $3.50.) 


Lester, R. A. and Rosie, E. A. Constructive labor relations—experience in four jum 
Research rept. ser. no. 75. (Princeton: Princeton Univ. Indus. Relations Section. 1°48 
Pp. 115.) 


Lester, R. A. and Suister, J. Insights into labor issues. (New York: Macmillan. 1948. ? 
x, 368. $4.) 


Lever, E. J. and Goopett, F. Labor-management cooperation—and how to achieve # 
(New York and London: Harper. 1948. Pp. xii, 143. $2.50.) 


LinpBom, T. Sweden’s labor program. (New York: League for Indus. Democracy. 19° 
Pp. 61. 35¢.) 
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R. Labor law—290 questions and answers. (New York: Central Book Co. 1947. 
$1.) 


Pererson, F. Careers in labor relations. Rev. ed. (Chicago: Science Research Associates. 
1047. Pp. 48. 60¢.) 

peeve, A. H. Adequacy of workmen’s compensation. (Cambridge: Harvard Univ. Press. 
1948. Pp. xxiii, 422. $5.) 

VerpoorN, P. J. Arbeidsduur en welvaartspeil. Hours of labor and economic welfare. 
Leiden: Stenfert Kroese. 1947. Pp. iv, 275.) 


M. G. Plezier in ’t werk. The enjoyment of working. A statistical investigation. 
Leiden: Stenfert Kroese. 1947. Pp. x, 269.) 


Employment service organization. Internat. Lab. Conf., 31st sess., 1948. Rept. IV (2). 
Geneva: Internat. Lab. Off. 1948. Pp. 89.) 


ployment, unemployment and labour force statistics—a study of methods. Stud. and 
rept. new ser., no. 7 (pt. 1). (Geneva: Internat. Lab. Off. 1948. Pp. 130. 75¢; 3s, 9d.) 


First report of the International Labour Organisation to the United Nations. Vol. I, rept; 
Vol. II, appendices. (Geneva: Internat. Labour Off. 1947. Pp. iv, 154; 396.) 


Freedom of association and protection of the right to organise. Internat. Lab. Conf., 31st 
sess., 1948. Rept. VII. (Geneva: Internat. Lab. Off. 1948. Pp. 105.) 


Industrial relations: application of the principles of the right to organise and to bargain 
collectively, collective agreements, conciliation and arbitration, and co-operation between 
public authorities and employers’ and workers’ organizations. Internat. Lab. Conf., 31st 
sess., 1948. Rept. VIII (1). (Geneva: Internat. Lab. Off. 1947. Pp. 205.) 


Industrial relations in Denmark—basic collective agreements and laws on labour disputes. 
Copenhagen: Socialt Tidsskrift. 1947. Pp. 32.) 


Memorandum on university research programs in the field of labor. Prepared by the Com- 


Vational Labor Relations Board—rules and regulations series 5 and statements of proce- 
lure, effective August 22, 1947. (Washington: Supt. Docs. 1948. 20¢.) 


Profit sharing for wage earners. A bibliography. Selected references no. 19, (Princeton: 
Indus. Relations Sec., Princeton Univ. 1948. Pp. 4. 10¢.) 


The Taft-Hartley labor law—its effect on your labor relations. (New York: Research Inst. 
f America. 1947, Pp. 48. $1.) 


Union wages and hours in building trades, July 1, 1946. (Washington: Supt. Docs. 1948. 
Pp. 73. 20¢.) 

Union wages and hours in the printing trades, July 1, 1946. (Washington: Supt. Docs. 
1947, Pp. 67. 15¢.) 

A iges, hours and working conditions in the primary textiles industry in Canada, 1946. 
Suppl. to The Labour Gazette, Nov., 1947. (Ottawa: Dept. of Labour. 1947. Pp. 48.) 


Wages—protection of wages. Internat. Lab. Conf., 31st sess., 1948. Rept. VI(c)(1). 
Geneva: Internat. Lab. Off. 1947. Pp. 59.) 


Social Insurance; Relief; Pensions; Public Welfare 


Francis, B. H. What will social security mean to you? 8th ed. (Great Barrington, Mass.: 
Am. Inst. for Econ. Research. 1948. Pp. 88. $1.) 


1, D. B. Income tax and social security course. 3d ed. (New York: Prentice-Hall. 1947. 
7. $2.40; text ed., $1.80.) 


mittee on Labor Market Research. (Washington: Social Sci. Research Council. Pp. vi, 
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Stewart, M. S. Jobs and security for tomorrow. Pub. affairs pamph. no. 84. (New York 
Pub. Affairs Committee. 1947. Pp. 30. 20¢.) 


Adequacy of workmen’s compensation. (Cambridge: Harvard Univ. Press. 1948. Pp. 445 
$5.) 

Frontiers in human welfare; the story of a hundred years of service to the community 
New York. (New York: Community Service Soc. of New York. 1948. Pp. 83. Apply.) 


The principle of equalization applied to the allocation of grants in aid. Bureau of Research 
and Stat. memo no. 66. (Washington: Social Security Admin., Federal Security Agency 
1947, Pp. 225, mimeo.) 

Report of the New York State Advisory Council on Placement and Unemployment Insyy. 
ance for the year 1947. (New York: N.Y. State Unemployment Insurance Advisory 
Council. 1948. Pp. 32, mimeo.) , 


Report to Social Security Commission of the Garment Industry, St. Louis, Missouri. (5; 
Louis: Ross Garrett and Associates. 1947. Pp. 75. Apply.) 


Consumption; Cooperation 


Rave.t, N. H. Financial planning for the individual and family. (New York: Crofts. 1943 
Pp. xiv, 207. $2.50.) 

WarsasseE, J. P. Co-operative democracy through voluntary association of the people os 
consumers. Sth ed. (New York: Harper. 1947. Pp. xii, 324. $3.) 

Thirty years of co-operation in India, 1914-15 to 1944-45. (Bombay: Reserve Bank of 
India. 1947. Pp, 42. Rs. 2/8.) 


Population; Migration; Vital Statistics 
Sauvy, A. Richesse et population. Rev. ed. (Paris: Payot. 1944. Pp. 324.) 


Administrative decisions under immigration and nationality laws, August, 1940-December 
1943, (Washington: Supt. Docs. 1948. Pp. 748. $2.25.) 
This first volume contains decisions of the Attorney General and the Board of In- 
migration Appeals. 
College-age population study, 1947-64: Arizona, California, Nevada, Oregon, Washington 
Rept. of Pacific Coast Committee, Am. Council on Education rept. ser. I, no. 29 
(Washington: Am. Council on Education. 1947. Pp. 32. 50¢.) 


Displaced-persons problem. Collection of recent official statements. (Washington: Supt 
Docs. 1948. Pp. 25. 15¢.) 


International migration and one world. (New York: Nat. Committee on Immigration 
Policy. 1948. Pp. 107. 25¢.) 


Unclassified Items 


Gittow, A. L. Economics of the Mount Hagen tribes, New Guinea. Monograph XII of 
the American Ethnological Society, edited by M. W. Smith. (New York: J. J. Augustin 
1947. Pp. xi, 110. $2.75.) 


Harris, S. E. How shall we pay for education?—approaches to the economics of educi- 
tion. (New York: Harper. 1948. Pp. x, 214. $3.) 

ScHnewwer, L. The Freudian psychology and Veblen’s social theory. (New York: Kinz’ 
Crown Press. 1948. Pp. x, 270. $3.25.) 

Setpes, G. 1000 Americans—the real rulers of the U.S.A. (New York: Boni and Gat! 
1947, Pp. viii, 312. $3.) 
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SronE, J. The province and function of law—law as logic justice and social control: 
1 study in jurisprudence. (Sydney: Assoc. General Publications. 1946. London: Stevens 
& Sons 1947. Pp. lxiv, 918. $15.) 

innual report of the Social Science Research Council, 1946-1947. (New York: Social Sci. 
Research Council. 1948. Pp. 91.) 


Economic almanac for 1948. (New York: Nat. Indus. Conference Bd. 1947. Pp. 481. $5; 
paper, $4.) 


Five-year report 1942-1946 of the Cowles Commission for Research in Economics. (Bloom- 


The Nuffield Foundation, second report. (London: Nuffield Foundation [Oxford Univ. 
Press]. 1947. Pp. 113.) 
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PERIODICALS 


Economic Theory; General Works 


Boutpino, K. E. Professor Tarshis and the state of economics. Am. Econ. Rev., Mar. 1943 
Pp. 11. 


CHAMBERLIN, E. H. Proportionality, divisibility and economics of scale. Quart. Jour. Econ. 


Feb., 1948. Pp. 27. 
Dovetas, P. H. Are there laws of production? Am. Econ. Rev., Mar., 1948. Pp. 41. 


Franszen, D. G. Methodological issues in the theory of price flexibility. So. Afr. Jow 
Econ., June, 1947. Pp. 29. 


FroeticH, W. The role of income determination in reinvestment and investment. Am 
Econ. Rev., Mar., 1948. Pp. 14. 


Grecory, P. M. Fashion and monopolistic competition. Jour. Pol. Econ., Feb., 1948. Pp, 7 
Hansen, A. H. A note on savings and investment. Rev. Econ. and Stat., Feb., 1948. Pp. 4 
Kaysen, C. A revolution in economic theory. Rev. Econ. Stud., no. 35, 1946-47, Pp. 15. 
Morcan, J. N. The measurement of gains and losses. Quart. Jour. Econ., Feb., 1948. Pp, 2) 
MorcGANSTERN, O. Demand theory reconsidered. Quart. Jour. Econ., Feb., 1948. Pp. 37 


SAMUELSON, P. A. Comparative statics and the logic of economic maximising. Rev. Econ 
Stud., no. 35, 1946-47. Pp. 3. 


STARK, W. Diminishing utility reconsidered. Kyklos, Vol. 1, No. 4, 1947. Pp. 24. 
SurANYI-UNGER, T. Individual and collective wants. Jour. Pol. Econ., Feb., 1948. Pp. 2 
Wapt1a, P. A. The Gandhian approach to economics. India Quart., Apr.-June, 1947. Pp. } 


WoytTinsky, W. S. and Korrsxy, N. Two more contributions on the consumption fun- 
tion. Rev. Econ. and Stat., Feb., 1948. Pp. 12. 


National Economies 
BRESCIANI-TuRRONI, C. Economic reconstruction in Italy. Lloyds Bank Rev., Jan., 194 
Pp. 14. 
Devons, E. The British four year plan. Manchester School, Jan., 1948. Pp. 34. 


Doss, M. and Scuwartz, H. Further appraisals of Russian economic statistics. Rev. Econ 
and Stat., Feb., 1948, Pp. 8. 


Hoover, C. B. Germany and European economic recovery. Yale Rev., spring, 1948. Pp. 1 
KLEIN, B. Germany’s preparation for war. Am. Econ. Rev., Mar., 1948. Pp. 22. 


Kiopstock, F. H. Monetary and fiscal policy in post-liberation Austria. Pol. Sci. Quatt 
Mar., 1948. Pp. 26. 


Montcomery, A. Postwar economic problems in Sweden, I. Lloyds Bank Rev., Apr., ! 
Pp. 15. 


PatsH, F. W. Britain’s economic problem. Am. Econ. Rev., Mar., 1948. Pp. 4. 
Rosertson, D. H. The economic outlook. Econ. Jour., Dec., 1947. Pp. 17. 
SpreceL, H. W. A century of prices in Brazil. Rev. Econ. and Stat., Feb., 1948. Pp. 6 


Siams’ economic problems—the situation at the end of the war. World Today, Apr., 1%! 
Pp. 9. 


Economic Systems; Postwar Planning 


Devons, E. Economic planning in war and peace. Manchester School, Jan., 1948. Pp. 2 

EastHAM, J. K. Compensation terms for nationalised industry. Manchester School, J2 
1948. Pp. 17. 

Goopricu, C. National planning of internal improvements. Pol. Sci. Quart., Mar., !* 
Pp. 29. 
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Stscxson, B. Reconstruction plans in Australia. India Quart., Apr.-June, 1947. Pp. 9. 
) averr, J. The case for the free market. For. Affairs, Apr., 1948. Pp. 14. 
Weser, A. Kapitalistiche weltwirtschaft und sozialismus. Kyklos, Vol. I, No. 4, 1947. Pp. 22. 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


Awperson, R. L. Use of variance components in the analysis of hog prices in two markets. 
Jour. Am. Stat. Assoc., Dec., 1947. Pp. 56. 

Cooper, G. The role of econometric models in economic research. Jour. Farm Econ., Fed., 
1948. Pp. 16. 

EnceLMAN, K. How to deal with inflated profits; Lifo and other inventory valuation 
methods. Jour. Accountancy, Mar., 1948. Pp. 6. 

Freeman, E. S. Capital price adjustment method for deflating inflated profits. N.A.C.A. 
Bull., Feb., 1948. Pp. 6. 

Hort, P. G. On the choice of forecasting formulas. Jour. Am. Stat. Assoc., Dec., 1947. Pp. 7. 


Jounson, D. G. The use of econometric models in the study of agricultural policy. Jour. 
Farm Econ., Feb., 1948. Pp. 14. 


Kuznets, G. M. The use of econometric models in agricultural microeconomic studies. 
Jour. Farm Econ., Feb., 1948. Pp. 8. 
NeyMAN, J. and Scott, E. L. Consistent estimates based on partially consistent observa- 
tions. Econometrica, Jan., 1948. Pp. 32. 
Patron, W. A. Accounting procedures and private enterprise. Jour. Accountancy, Apr., 1948. 
Pp. 15. 
} Provset, M. Has Lifo fallen? Jour. Accountancy, Apr., 1948. Pp. 6. 
Peterson, A. G. Agricultural price index numbers. Jour. Am. Stat. Assoc., Dec., 1947. 
Pp. 8. 
Wucox, E. B. The rise and fall of Lifo. Jour. Accountancy, Feb., 1948. Pp. 6. 
Statistics and the statistician in industry. A discussion opened by H. T. Weeks. Jour. Royal 
Stat. Soc., Vol. CX, Pt. II, 1947. Pp. 13. 


National Income and Product; Income Distribution; 
Consumption Statistics 


Doane, R. R. The wealth of thirty-three nations. Dun’s Rev., Mar., 1948. Pp.’3. 


Durann, D. An appraisal of the errors involved in estimating the size distribution of a 
given aggregate income. Rev. Econ. and Stat., Feb., 1948. Pp. 6. 


Demand, production, and prices in 1947. Fed. Res. Bull., Jan., 1948. Pp. 10. 


Business Cycles and Fluctuations 


Benoit-SMULLYAN, E. Public works in the depression. Am. Econ. Rev., Mar., 1948. Pp. 5. 
Bratt, E. C. Business-cycle forecasting. Jour. Bus. Univ. Chicago, Jan., 1948. Pp. 11. 

be Grarr, A. Price disparity and business cycles. Kyklos, Vol. I, No. 4, 1947. Pp. 12. 
Haves, S. P., Jr. The business cycle needs a brake. Dun’s Rev., Feb., 1948. Pp. 2. 

——. The business cycle; psychological approaches. Pol. Sci. Quart., Mar., 1948. Pp. 17. 
Lacey, K. Profit measurement and the trade cycle. Econ. Jour., Dec., 1947. Pp. 19. 
Marrama, V. Short notes on a model of the trade cycle. Rev. Econ. Stud., no. 35, 1946-47. 


Movictiant, F. Fluctuations in the saving ratio—a problem in economic forecasting. Soc. 
Research, Dec., 1947. Pp. 8. 

REDER, M. W. The theoretical problems of a national wage-price policy. Canadian Jour 

Econ, and Pol. Sci., Feb., 1948. Pp. 16. 
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Warsurton, C. Hansen and Fellner on full employment policies. Am. Econ. Rev. Pp. 6, 

WinkLe, F. F. Some aspects of the recent inflation and stabilization of the Hungarian 
currency. So. Afr. Jour. Econ., Sept., 1947. Pp. 4. 

Primary markets and consumers prices in 1947. Mo. Lab. Rev., Mar., 1948. Pp. 10. 

Ten economists on the inflation. Contributors: S. E. Harris, S. H. Slichter, F. C. Milk 
J. S. Davis, G. Haberler, K. E. Boulding, F. Machlup, M. Kalecki, A. P. Lerner, R. 8. 
Heflebower. Rev. Econ. and Stat., Feb., 1948. Pp. 29. 


Public Finance; Fiscal Policy; Taxation 


CarTER, C. F. The structure of the British budget 1947. Openbare Financién, Vol. II, no, 4 
1947. Pp. 12. 

CHAMBERS, S. P. Taxation and incentives. Lloyds Bank Rev., Apr., 1948. Pp. 12. 

Cotm, G. The government budget and the nation’s economic budget. Openbare Financiéy 
Vol. ITI, no. 1, 1947. Pp. 15. 

Crockett, S. L. Fiscal problems of local government. Agric. Finance Rev., Noy., 1947 
Pp. 10. 


Groves, H. M. The property tax in Canada and the United States, I. Land Econ., Feb, 
1948. Pp. 8. 

Haycoop, T. F. State general sales taxes and agriculture. Agric. Finance Rev., Nov., 1947 
Pp. 14. 


Jacomet, R. The adaptation of public finance to the economic function of the state 
Openbare Financién, Vol. III, no. 1. Pp. 22. 

Lasser, J. K. Tax carryovers: aids to business expansion. Dun’s Rev., Jan., 1948. Pp. 3. 

MARCHAL, J. The state and its budget. Openbare Financién, Vol. III, no. 1, 1947. Pp, 13. 

Mclvor, R. C. Canadian war-time fiscal policy, 1939-45. Canadian Jour. Econ. and Pol 
Sci., Feb., 1948. Pp. 32. 

Musorave, R. A. and Miter, M. H. Built-in flexibility. Am. Econ. Rev., Mar., 1948. Pp. 6. 

Peyreca, J. Les limites de la fiscalité. Openbare Financién, Vol. II, no. 4, 1947. Pp. 14, 

PremnreicH, G. A. D. Progressive taxation and proportionate sacrifice. Am. Econ. Rey 
Mar., 1948. Pp. 15. 

Roman, A. China’s first post-war budget. Openbare Financién, Vol. II, no. 4, 1947. Pp. 1! 


ScHENpsTOK, B., Sumons, D., TrnBercen, J., Datmupper, F. J. J. La situation de 
finances publiques et lV’évolution cyclique avant 1939 aux Pays-Bas. Openbare Financia, 
Vol. IIT, no. 1, 1948. Pp. 16. 


Surtor, R. E. The measurement of progressivity and built-in flexibility. Quart. Jour. Econ 
Feb., 1948. Pp. 5. 

SoMERMEIJER, W. H. Social accounting and the national balance sheet. Openbare Financitn 
Vol. IT, no. 4, 1947. Pp. 25. 

Zverev’s report on the budget. U.S.S.R. Information Bull., Mar. 17, 1948. Pp. 8. 


Money and Banking; Short-Term Credit 


BALLANTINE, A. A. When all the banks closed. Harvard Bus. Rev., Mar., 1948. Pp. 15. 

Baran, P. A. Currency reform in the USSR. Harvard Bus. Rev., Mar., 1948. Pp. 13. 

BerAx, J. The monetary reform in Czecho-Slovakia. Openbare Financién, Vol. III, no. | 
1947. Pp. 7. 

Copetanp, M. A. and Britr, D. H. Banking assets and the money supply since 1929. Fed 
Res. Bull., Jan., 1948. Pp. 8. 

Fertner, W. Monetary policy and the elasticity of liquidity functions. Rev. Econ. and Stst. 
Feb., 1948. Pp. 3. 
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GartocK, F. L. Inflation and the banking situation. Agric. Finance Rev., Nov., 1947. Pp. 12. 

Hawrtrey, R. G. Monetary aspects of the economic situation. Am. Econ. Rev., Mar., 1948. 
Pp. 14. 

Jones, L. A. Agriculture’s use of credit. Agric. Finance Rev., Nov., 1947. Pp. 10. 

MrxeseLt, R. F. Sterling area currencies of the Middle East. Middle East Jour., Apr., 
1048. Pp. 15. 

Tew, B. The direct control of interest rates. Econ. Record, Dec., 1947. Pp. 8. 

Usoskin, M. Soviet banking system. Openbare Financién, Vol. II, no. 4, 1947. Pp. 6. 

Banking profits in 1947. Bankers’ Mag., Feb., 1948. Pp. 5. 

The cost of credit and capital. Fed, Res. Bull., Mar., 1948. Pp. 9. 

Federal Reserve support of government securities market. Fed. Res. Bull., Jan., 1948. Pp. 2. 

New central bank for United States and British zones of Germany. Fed. Res. Bull., Mar., 
1948. Pp. 4. 

Proposal for a special reserve requirement against the demand and time deposits of banks. 

ed. Res. Bull., Jan., 1948. Pp. 9. 


} 


International Trade, Finance and Economic Policy 


\rnpt, H. W. The International Monetary Fund and the treatment of cyclical balance of 
payments disequilibria. Econ. Record, Dec., 1947. Pp. 12. 

BatocH, T. A mew view of the economics of international readjustment. Rev. Econ. Stud., 
no. 36, 1946-47. Pp. 13. 

Cuanc, T. C. The British balance of payments, 1924-1938. Econ. Jour., Dec., 1947. Pp, 29. 

CocHraNE, W. W. and Mortensen, E. Trends in international trade policy. Econ. Rev. 
Food and Agric., Jan., 1948. Pp. 16. 

Duncan, A. J. South African capital imports, 1893-8. Canadian Jour. Econ. and Pol. Sci., 
Feb., 1948. Pp. 26. 

Harris, S. E. The Marshall Plan and its cost to the United States. Jour. Finance, Feb., 
1948, Pp. 15. 

Hearn, A. Oil and the Middle East. Internat. Affairs, Jan., 1948. Pp. 13. 

Henverson, H. The European economic report. Internat. Affairs, Jan., 1948. Pp. 11. 

Henverson, H. D. The international economy. Rev. Econ. Stud., no. 36, 1946-47. Pp. 6. 

Hoover, C. B. What can Europe do for itself? With discussion by B. H. Beckhart, C. P. 
Kindleberger and B. U. Ratchford. Jour. Finance, Feb., 1948. Pp. 25. 

LopewycKx, A. The Benelux economic union, Econ, Record, Dec., 1947. Pp. 11. 

Lortus, J. A. Middle East oil: the pattern of control. Middle East. Jour., Jan., 1948. Pp. 

May, S. Measuring the Marshall Plan. For. Affairs, Apr., 1948. Pp. 13. 

Meave, J. E. Bretton Woods, Havana and the U.K. balance of payments. Lloyds Bank 
Rev., Jan., 1948. Pp. 18. 

Monnor, E. British interests in the Middle East. Middle East Jour., Apr., 1948. Pp. 16. 

PoLaK, J. J. Balancing international trade: a comment on Professor Frisch’s paper. Am. 
Econ. Rev., Mar., 1948. Pp. 4. 
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Senn, P. R., 5519 Kenwood, Chicago 37, Ill. 

Shapiro, S., 93-49 214th Pl., Queens Village, N.Y. 

Shavell, H., ESS—Fin. Div., GHQ, SCAP, APO 500, c/o Postmaster, San Francisco, 
Calif. 

Sheinwold, P., 89-19 217th St., Queens Village, N.Y. 

Shepherd, G. C., Jr., 532 20th St., N.W., Apt. 215, Washington, D.C. 

Shideler, E. H., University of Illinois, Galesburg, III. 

Sibley, E. C., 6339 Waterman Blvd., St. Louis 5, Mo. 

Siegelman, L., 415 South 42nd St., Philadelphia 4, Pa. 

Siskind, D. I., 2711 30th St., S.E., Washington 20, D.C. 

Smith, A. L., 48 Winthrop St., Brooklyn 25, N.Y. 

Smith, C. N., 1708 Jefferson Park Ave., Charlottesville, Va. 

Smith, W. H., Jr., 114 Sansome St., San Francisco, Calif. 

Snider, D. A., Miami University, Oxford, Ohio 

Spaulding, J. L., Bethel College, North Newton, Kan. 

Sprowls, R. C., 5735 Blackstone Ave., Chicago 37, Il. 

Stein, S. J., 192 Vreeland Ave., Paterson, N.J. 

Steinhaus, H. W., Elm Ridge Farm, Scarsdale, N.Y. 

Stevens, R. W., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 

Still, R. R., P.O. Box 166, Palo Alto, Calif. 

Stocker, F. D., Dept. of Economics, Cornell University, Ithaca, N.Y. 

Struck, S. H., University of Wisconsin, Sterling Hall, Madison 6, Wis. 

Stubbs, F. L., 705 Hitt, Columbia, Mo. 

Sullivan, C. M., Presidential Gardens, James Buchanan A-11, Alexandria, Va. 

Sussman, N., 56-55 205th St., Bayside, N.Y. 

Sweeney, L. A., 200 Franklin St., Buffalo, N.Y. 

Taylor, M. C., Dept. of Economics, Michigan State College, East Lansing, Mich. 

Teutsch, Miss E., 419 West 118th St., New York 27, N.Y. 

Thatcher, G. W., 123 West Walnut St., Oxford, Ohio 

Tibbils, R. W., 108 Romine St., Urbana, III. 

Toulan, S. I., 601 High St., Denver, Colo. 

Tucker, J. F., Box 47, Howard University, Washington, D.C. 

Uhland, Miss J. H., 190 East 14th Ave., Columbus 1, Ohio 

Ursell, Mrs. L. C., 4125 Garrison St., N.W., Washington 16, D.C. 

Van Doren, E. M., Norwich Pharmical Co., Norwich, N.Y. 

Vivas, J. B., Cullen 5584, Buenos Aires, Argentina, South America 

Weiss, H., 87-14 Jamaica Ave., Woodhaven, N.Y. 

Weiss, Miss J. A., 3815 Drew Ave. South, Minneapolis, Minn. 

Wells, P. J., 2704 2nd Ave., North, Seattle 9, Wash. 

Westerlund, B. A., P.O. Box 233, University of Miami Branch, Miami, Fla. 

Wilkie, J. A., 126 Forest St., Madison, Wis. 

Wolf, C., Jr., 333 West End Ave., New York, N.Y. 

Woods, The Reverend J., Quincy College, Quincy, III. 

Young, L., Pacific, Mo. 

Zagorin, B., 6012 University Ave., Chicago 37, Ill. 


The Allied Social Science Associations are being served by the following officers during 
the present year: 

American Accounting Association: Thomas E. Leland, A. and M. College of Texas, Col- 
lege Station, Texas, president; Clete Chizek, University of Chicago, Chicago 37, Illinois, 
secretary-treasurer. 

American Farm Economic Association: William G. Murray, Iowa State College, Ames, 
lowa, president; L. J. Norton, University of Iinois, Urbana, Illinois, secretary-treasurer. 

American Finance Association: B. H. Beckhart, Columbia University, New York 27, 


New York, president; Edward E. Edwards, Indiana University, Bloomington, Indiana, 
secretary-treasurer. 
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American Marketing Association: Wroe Alderson, 1905 Walnut Street, Philadelphia 3, 
Pennsylvania, president; Harvey W. Huegy, University of Illinois, Urbana, Illinois, 
secretary. 

American Sociological Society: E. Franklin Frazier, Howard University, Washington, 
D.C., president; Ernest R. Mowrer, Northwestern University, Evanston, Illinois, 
secretary-treasurer. 

American Statistical Association: George W. Snedecor, Iowa State College, Ames, Iowa, 
president; Sylvia Weyl, 1603 K Street, N.W., Washington, D.C., acting secretary. 
treasurer. 

Econometric Society: Charles F. Roos, 500 Fifth Avenue, New York, New York, president: 
Alfred Cowles, University of Chicago, Chicago 37, Illinois, secretary-treasurer. 

Institute of Mathematical Statistics: A. Wald, Columbia University, New York 27, New 
York, president; Paul S. Dwyer, University of Michigan, Ann Arbor, Michigan, secretary. 
treasurer. 

Rural Sociological Society: Charles P. Loomis, Michigan State College, East : 
Michigan, president; Leland B. Tate, Virginia Polytechnic Institute, Blacksburg, Vir. 
ginia, acting secretary-treasurer. 

Publication of Documentation Economique, which was discontinued in 1939, has been 


resumed under the joint sponsorship of the Association de Documentation Economique et ' 


Sociale and the Institut National de la Statistique et des Etudes Economiques. The first 
postwar issue, No. 20, appeared in the first quarter of 1947. Nos. 21 and 22 for the second 
and third quarters of 1947 are also available. The new series contains abstracts of articles 
from a larger coverage of scientific journals than previously. The subscription price is 
750 francs per year. Business correspondence should be addressed to Presses Universitaires 
de France, 108, Boulevard Saint-Germain, Paris 6°. Editorial correspondence should be 
addressed to M. André Piatier, Documentation Economique, 127, rue du Faubourg St 
Honore, Paris 8°. 

Land Economics is the new title of the old Journal of Land & Public Utility Economic:. 
The new title carries the subtitle, A Quarterly Journal of Planning, Housing & Public 
Utilities. 

Foreign Study and Teaching under the Fulbright Act 


The Fulbright Act (Public Law No. 584) authorizes the Department of State to use a 
portion of the foreign currencies resulting from the sale of surplus property abroad for 
educational activities with foreign countries. At present agreements have been signed with 
China and Burma. Negotiations are in progress with the following: Australia, Austria, 
Belgium, Egypt, Finland, France, Greece, Hungary, Iran, Italy, the Netherlands, the 
Netherlands East Indies, New Zealand, Norway, the Philippines, Siam, Turkey, the 
United Kingdom, and it is expected that other countries may be added to the list. Op- 
portunities will be afforded for graduate and post-doctoral study and research, for teaching, 
and for other activities. All inquiries concerning the exchange of professors, lecturers, 
specialists and research scholars at the post-doctoral level should be addressed to the 
Executive Secretary, Committee on International Exchange of Persons, Conference Board 
of Associated Research Councils, 2101 Constitution Avenue, Washington 25, D.C. In- 
quiries relating to graduate student exchanges should be addressed to the Institute of 
International Education, 2 West. 45th Street, New York 19, N.Y. 


Appointments and Resignations 

James W. Angell is serving as acting executive officer of the department of economics 
of Columbia University in the absence on leave of Professor Carter Goodrich. 

D. Harry Angney has resigned as instructor in economics at Brown University to 
accept a position with the department of economic research of the Federal Reserve Bank 
of Boston. 

Tranquilino Aquino, formerly of the War Production Board, is now with the Industry 
Division, Bureau of the Census. 


te 
Res 

W 

\ 
regi 

Tex 

J 

def 
A 
F 

P 
Re 

Feb 

fe 

P 
W 

( 
F 
K 
men 

A 

0 
Mur 
Mo 

D 

the J 
C] 

R 


NOTES 489 


Elizabeth F. Baker, executive officer of the department of economics of Barnard College, 
has been promoted to professor of economics. 


Raleigh Barlowe has been appointed lecturer in economics and research collaborator in 
land economics at Michigan State College. 


Roy G. Blakey will retire from the University of Minnesota at the end of the current 
academic year after a long period of service, in the course of which he has become one of 
the leading public finance and taxation authorities in the country and has acted as con- 
sultant for national, state, and local tax projects. 

Mary G. Borden has resigned from the University of Kentucky Bureau of Business 
Research to become attorney for the Kentucky Department of Revenue. 


Raymond T. Bowman was appointed chairman of the department of economics of the 
Wharton School of Finance and Commerce, University of Pennsylvania, at the beginning 
of the spring term. 

Walter N. Breckenridge, of Colby College, will give courses in economics and public 
regulation in the summer session of Bowdoin College. 

Marjorie S. Brookshire was appointed instructor in economics at the University of 
Texas in September, 1947. 

Joe E. Brown was appointed instructor in economics at the University of Texas in 
September, 1947. 

Arthur R. Burns is engaged in research in the field of comparative economic organiza- 
tion while on travels around the world for seven months. 


Rita Campbell is a part-time instructor in the department of economics of Tufts 
College. 


Fred H. Carmichael has been appointed instructor in economics at Washington and Lee 
University. 

Professor J. M. Clark delivered the Charles E. Merrill Lectures at Amherst College, on 
“Requirements for a Sound American Economy,” in December, 1947 and in January and 
February this year. Professor Clark has recently been elected a fellow of the Econometric 
Society. 

James E. Collins, of Santa Clara University, served as acting instructor in the department 
of economics of Stanford University during the winter quarter of 1947-48. 

Philip H. Coombs is associate professor of economics at Amherst College. 

Wilfrid H. Crook has been appointed chairman of the department of economics at 
Colgate University. 

William Dale is a part-time instructor in the department of economics of Tufts College. 

Clyde E. Dankert was on leave from Dartmouth College during the second semester. 

Frederick S. Deibler, of Northwestern University, has been visiting professor of eco- 
nomics at Indiana University in the past semester. 

Kalman I. Dienes has been appointed lecturer and research associate in business manage- 
ment at Claremont Men’s College. 


Arthur T. Dietz has been appointed instructor in economics in Princeton University. 


Oscar K. Dizmang has left Wittenberg College to become reclamation economist in the 


Municipal Water Supply Investigations Unit of the Bureau of Reclamation, Billings, 
Montana, 


Durward Dyche is assistant professor of economics at the University of Texas. 


Corwin D. Edwards has left Northwestern University to become chief economist of 
the Federal Trade Commission in Washington. 


Clara Eliot has been promoted to assistant professor of economics at Barnard College. 


Robert D. Elliott, formerly with the Metropoiitan Insurance Company, is instructor in 
economics and statistics at Bowdoin College. 


William C. Emory, of Ohio State University, has been appointed instructor in marketing 
at the University of Florida. 
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Marvin L. Fair is professor of economics at Tulane University. 

David I. Fand is instructor in economics at Carnegie Institute of Technology. 

Leo M. Favrot, Jr., is associate professor of accounting at Tulane University. 

Paul Fisher, of Dartmouth College, will teach in the summer session of the University 
of Minnesota. 

D. P. Flanders has been promoted from assistant professor to associate professor of 
economics at the University of Illinois. 

Isaiah Frank, of the Department of State, was a member of the industry-governmen 
mission which surveyed the scrap iron and steel situation in Germany last winter. }; 
also served as adviser to the United States Delegation at the steel meetings of the Ero. 
nomic Commission for Europe in Geneva. 

Everett W. Goodhue, who becomes emeritus professor of economics at Dartmouth 
College at the end of the current college year, is to be visiting professor of economics at The 
Principia College, Elsah, Illinois, in 1948-49. 

I. Bernard Goodman has been acting instructor in economics at Stanford Universit; 
during the spring quarter. 

Frank W. Fetter has resigned as chairman of the department of economics at Haver. 
ford College to become professor of economics at Northwestern University. 

Carter Goodrich was on leave of absence from the department of economics of Columbi 
University during the spring session. 

Wytze Gorter has been appointed lecturer in economics at the University of California at 
Los Angeles. 

John A. Gronouski, graduate assistant at the University of Wisconsin, has been 
appointed instructor in economics at the University of Maine. 

John G. Gurley was acting instructor for the spring quarter in the department of 
economics of Stanford University. 

David B. Hamilton, Jr., is instructor in economics at the University of Texas. 

Seymour Harris, of Harvard University, will serve as acting professor of economic 
during the summer quarter at Stanford University. 

Ada Harrison is a part-time instructor in the department of economics of Tufts College. 

Samuel P. Hayes, Jr., on leave from Dun and Bradstreet, is special assistant to the 
Assistant Secretary of State for Economic Affairs. 

Harold J. Heck is professor of foreign trade at Tulane University. 

O. E. Heskin, of the University of Florida, has been granted a year’s leave of absence 
to serve as economic advisor in the Department of State on foreign assignment. 

George H. Hildebrand has been appointed assistant professor of economics at the 
University of California at Los Angeles. 

L. Gregory Hines, assistant professor of economics at Dartmouth College, will teach 
in the summer session at Michigan State Univerity. 

William A. Hurst was acting instructor in economics at Stanford University during the 
spring quarter. 

Leonid Hurwicz is on leave of absence from Iowa State College during 1948 to engage 
in economic research for the United Nations Economic Commission for Europe ® 
Geneva. 

Herbert Johnson is resigning as instructor in economics at Southern Illinois University 

James G. Johnson has joined the staff of the University of Florida as acting profess: 
of economics. 

Robert E. Johnson has been appointed chief statistician of the New Jersey Bell Telt- 
phone Company. 
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Milan R. Karas is resigning from Ohio State University at the end of the current 
academic year to become assistant professor of marketing at the University of Cincinnati. 

Charles C. Killingsworth, associate professor of economics at Michigan State College, 
will teach in the summer session of the University of Michigan. 


Bruce W. Knight resumed teaching at Dartmouth College in the second semester after 
a term’s leave of absence. 


Richard L. Kozelka, School of Business Administration, University of Minnesota, was 


| recently elected to the Board of Directors of the National Bureau of Economic Research. 


Walter Krause, assistant professor of economics at Dartmouth College, will teach at 
the University of Utah in the summer term. 

Henry C. Langer, Jr., left Bolson Institute of Business Administration in September, 
1047 to assume duties as professor and chairman of the department of business adminis- 


tration at Alfred University. 


Joseph R. Lasser was appointed Tax Foundation fellow for the spring semester at New 
York University. 

Abba P. Lerner, of Roosevelt College, was visiting professor of economics on a part- 
time basis at the University of Illinois during the second semester of 1947-48. 

Ben W. Lewis, professor of ecenomics at Oberlin College, will conduct courses in the 
summer session of the University of Michigan. 

Robert Lichtenberg is a part-time instructor in the department of economics of Tufts 
College 

Kenneth L. Luney, who has been on leave, is resuming teaching in the summer session 
§ Southern Illinois University as associate professor of economics. 


C. Ward Macy, of Coe College, will be visiting professor of economics at Northwestern 


| University in the 1948 summer quarter. 


Fritz K. Mann has been appointed chairman of the department of economics of the 
School of Social Sciences and Public Affairs, American University. 

Wilma S. Mayers has -been appointed lecturer in economics at the University of Cali- 
fornia at Los Angeles. 

H. H. Maynard will be a member of the summer school staff of the College of Com- 
merce and Administration of Stanford University. 

Bruce McGehee, formerly of Alabama Polytechnic Institute, has been appointed in- 
structor in economics in the School of Business Administration, Emory University. 

Archibald M,. MclIsaac, formerly of Princeton University, accepted an appointment as 
professor of economics in the Maxwell School of Citizenship and Public Affairs, Syracuse 
University, in September, 1947. 

E. B. McNatt has been promoted from associate professor to professor of economics at 
the University of Illinois. 

Gilbert M. Mellin has been appointed instructor in economics in the School of Business 


| Administration, University of Pittsburgh. 


John P. Miller, associate professor of economics at Yale University, has been granted 
a leave of absence for the academic year 1948-49. 

Frederick C. Mills was on leave of absence from the department of economics of 
Columbia University during the spring session. 


Arthur Mitchell is an instructor in economics at Wesleyan University. 
John M. Mitchell is visiting assistant professor of economics at Tulane University. 
Carey P. Modlin, Jr., has been appointed instructor in economics at Princeton University. 


Theodosi A. Mogilnitsky has been promoted to professor of economics at Loyola 
University, Chicago. 
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Vernon Morrison, formerly a member of the research staff of the Tennessee Valley 
Authority, has been appointed assistant professor of economics at Southern Illinois Upj. 
versity. 

Glenn D. Morrow, on temporary leave from the University of Kentucky Bureay oj 
Business Research, is research consultant to the Kentucky Department of Revenue. 

Dean W. Morse has been appointed instructor in economics at Yale University. 

Richard L. D. Morse, formerly of Iowa State College, is professor of family economic 
at Florida State University. 

Eastin Nelson left Wayne University to become associate professor of economics at th: 
University of Texas in September, 1947. 

Laura G. Nixon is instructor in economics at the University of Texas. 

Gardner Patterson, now serving as U. S. member of the Greek Currency Committee jy 
Athens, will resume his duties as assistant professor of economics at the University 9 
Michigan in the fall semester. 

William N. Peach, formerly of the University of Texas, was appointed associate pro. 
fessor of economics in the Maxwell School of Citizenship and Public Affairs of Syracuy 
University in September, 1947. 

Kirk R. Petshek, formerly of Middlebury College, who taught at Biarritz Americay 
University in France three terms while in service, joined the faculty of Colgate University 
as assistant professor of economics in September, 1947. 

Arthur R. Porter has accepted an appointment as associate professor of economics 3 
Hanover College. 

Charles Prince has been appointed adviser on international and Soviet Russian affair 
to Standard Oil Company of New Jersey. 

Melvin W. Reder, of the Carnegie Institute of Technology, will be a member of the 
summer quarter staff of the department of economics at Stanford University. 

W. C. Robb has been promoted from assistant professor to associate professor of eco- 
nomics at the University of Illinois. 

Stefan Roboch is a part-time instructor in the department of economics of Tufts Colleze 

Sam Rosen is a part-time instructor in the department of economics of Tufts College 

Richard Ruggles, assistant professor of economics at Yale University, has been granted: 
leave of absence for the academic year 1948-49. 

John C. Rumble is assistant professor of economics at Tulane University. 

Clarence Scheps is associate professor of accounting at Tulane University. 

Tibor Scitovszky has been promoted to professor of economics at Stanford University 

Warren C. Scoville has been promoted from assistant professor to associate professor of 
economics at the University of California at Los Angeles. 

Gordon Siefkin has been appointed dean of the School of Business Administration 
Emory University. 

C. A. Sienkiewicz, formerly with the Federal Reserve Bank of Philadelphia, has bee: 
president of the Central-Penn National Bank of Philadelphia since July, 1947. 

William J. J. Smith has been appointed instructor in economics at the University 0! 
California at Los Angeles. 

Vernon G. Sorrell has been appointed dean of the newly established College of Busines 
Administration of the University of New Mexico. 

George J. Stigler, of Columbia University, gave a series of lectures at the London 
School of Economics in March. 

Marvel M. Stockwell has been promoted from associate professor to professor of e- 
nomics at the University of California at Los Angeles. 

Theo Suranyi-Unger is professor of economics in the Maxwell School of Citizenship 2% 
Public Affairs, Syracuse University. 
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Horace Taylor, of Columbia University, is serving in the Religious and Educational 
Division of the Office of Military Government in Berlin. 

W. Bayard Taylor has resigned from the University of Wisconsin to accept an appoint- 
ment as professor of economics in Claremont Men’s College. 

Howard M. Teaf, Jr., has been appointed chairman of the department of economics, 
Haverford College. 

Carey C. Thompson was appointed assistant professor of economics at the University 
of Texas, effective September, 1947. 

Andre L. Van Assenderp is assistant professor of economics at Tulane University. 

William Vickrey has been appointed assistant professor of economics in the Faculty of 
Political Science, Columbia University. 

Edward L. Wallace has been appointed lecturer in accounting in the School of Business 
\dministration of the University of Buffalo. 

Gerald E. Warren is associate professor of economics at Tulane University. 

Charles A. Welsh, formerly of the Anti-Trust Division of the Department of Justice, has 
been appointed associate professor of economics at the University of Texas. 

Edmund Whittaker has been teaching economics at Colorado Agricultural and Me- 
chanical Arts College while on leave of absence from Indiana University. 

Harold F. Williamson, of Yale University, has accepted an appointment as professor 
of economic history at Northwestern University. 

H. Lawrence Wilsey, formerly at Cornell University, has been appointed assistant profes- 
sor in the College of Commerce and Business Administration, University of Southern 
California. He will teach at the 1948 summer session at the University of California, 
Berkeley. 

Jesse D. Winzenreid was appointed Tax Foundation fellow for the spring semester at 
New York University. 

Chee Hsien Wu has returned to China where he has joined the faculty of the National 


Erich W. Zimmermann, of the faculty of the College of Business Administration of the 
University of Texas, has been named distinguished professor of economics at that institu- 
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VACANCIES AND APPLICATIONS 


their availability for positions in the field economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies, 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
those submitting such announcements to publish name and address or to use a key 


n 
Communications should be addressed to: The Secretary, American Economic As. 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economic research: A Western state university is seeking a man with a Ph.D. degree 
in either business administration or economics, preferably with some teaching and 
business experience, for director of the bureau of economic research, rank of pro- 
fessor. The position will pay at least $5,000. P127 


Business organization and management: A Western state university is seeking a man 
to head a new division in the school of business administration, rank of associate 
or full professor. A Ph.D. degree in business administration or economics is a pre- 
requisite for consideration. Salary range $4,000 to $5,000 depending upon ain 
tions. P128 


Accounting, marketing, business administration: College in Northeast; instructor or 
assistant professor; rank, salary dependent upon applicant's qualifications. Pi31 


Labor economist: For Civil Service appointment in field of Industrial Mobilization 
Planning. Must be capable of developing programs and plans to determine mobiliza- 
tion manpower requirements and recommending measures to assure meeting these re- 
quirements. Prefer applicants with academic and applied training in field of manpower 
and knowledge of wartime planning problems. Salary $5,000 to $7,000, depending 
upon background of candidate. P132 


Principles of economics, economic theory, international trade, labor economics, public 
finance, accounting, statistics: A metropolitan university in the Midwest has several 
openings in these fields. Appointment at rank of instructor, assistant professor, or 
associate professor, depending upon qualifications. P133 


Economists Available for Positions 


Money and banking, public finance, corporation finance, international trade and finance 
mortgage finance, labor, theory: Man, single, Ph.D., 1941. Experience includes 
mortgage research for barks; economist in three government agencies; 12 years of 
successful teaching at major colleges and universities; the past four years as associate 
professor in a leading Southern university. Substantial publications in leading 
scholarly and popular journals; books in progress. Seeks full professorship in uni- 
versity or outstanding liberal arts college. Available in September, 1948. E154 


Labor relations, theory, economic history, money, transportation, public finance, con- 
sumption: Man, 33, married, near doctorate. Eight years of successful teaching and 
research in leading universities and colleges; business experience as junior executive; 
government consultant; publications; academic honors. Now faculty member at state 
university in East; engaged in important research work. Desires professional a¢- 
vancement. Available in September, 1948. 


E194 
Economic theory, money and banking, public finance: Man, 34, Ph.D. Seeks position 
teaching economic analysis at or near graduate level. Teaching and research 
perience; many published articles; comprehensive volume awaiting publication. 
Minimum salary, $4,500. E212 


Economic history, money and banking, world economy: Man, 55, Ph.D., University 
of Berlin, American citizen, widely traveled. Experience in international trade ane 
the agricultural co-operative movement. Almost 10 years college teaching in tis 
country (5 years in a denominational university) ; 4 years in government service # 


| 
| 
| 


an economic analyst with the regional office of a “long-term” agency. Author of several 
books (three of which were published in America) and numerous papers. Available 
in fall, 1948. E213 


Labor economics and problems, economic theory, business cycles, statistics, American 
economic history: Man, 27, married, M.A., Ph.D. residence completed and now work- 
ing on dissertation at Columbia University. One year of teaching at major college 
in New York; 3 years of executive experience in government industrial relations 
research and labor disputes settlement; 2 years of government administration and 
research in war materials procurement; sometime assistant in economics at leading 
university; research aid in labor relations for national business magazine. Avail- 
able in June, 1948. E232 


Advanced theory, international economics, social control of business, Russian eco- 
nomics and institutions, labor, monetary economics: Man, 33, married, M.A., Ph.D., 
Columbia University. Four years of teach?ag experience; over 5 years of top-level ex- 
perience with good government agencies, both here and abroad; travel in Europe and 
Latin America; many publications; research now in progress. At present visiting 
professor at outstanding Midwest university. Seeks permanent post at good institution, 
preferably one with research interest. E243 


Business, social and industrial psychology, human relations: Man, mature age, Ph.D. 
Outstanding references; employed; desires advancement. Available on short notice. 
E245 


Air and surface transportation, economic development, international economics, market 
and economic research: Man, 32, married, M.A., working towards Ph.D. Air trans- 
port analyst and consultant, 5 years; writing book on air transportation. Successful 
experience in statistics and report presentation. Desires position permitting research 
in transportation, especially as related to economic planning by all levels of govern- 
ment. E246 


Transportation, public utilities, public finance: Man, 44, married, Ph.D. Eight years 
of teaching experience; 2 years government research. Publications in public finance 
and public utilities. At present head of department of economics in liberal arts college. 
Desires position offering greater opportunity for research. Available in September, 
1948. E249 


Advertising, marketing, retail distribution, etc.: Woman, 30, married, M.S. in Business 
Administration. At present assistant professor at outstanding Western state university ; 
8 years of business experience; 1 year government; 3 years teaching. Seeking post 
in high-ranking college, East or Midwest location preferred. ; E254 


International economics, comparative economic systems, money and banking, public 
finance, principles of economics, economic history: Man, 40, single, Ph.D. University 
of Frankfurt (Main) ; U. S. citizen. Eight years of experience as economist with U. S. 
government agencies and with leading private economic research organization; now 
teaching at Eastern college. Available in September, 1948. E2° 5 


Money and banking, international economics, theory, history of economic thought 
and institutions: Man, 34, married. Two years teaching principles and freshman 
survey of economic history at large Midwestern state university, where now working 
on dissertation, aiming at completion of Ph.D. this summer. Experience in journalism, 
selling, bookkeeping, and as statistical research assistant. Seeks teaching and/or re- 
search opening in September. E263 


Elementary or advanced economics, economic history, labor economics, international 
economics, industrial history, salesmanship, transportation, advertising, marketing, 
personnel administration: Man, B.S., M.Ed., working on doctorate. Desires position 
as assistant or associate professor in either economics or business administration. 
Available in September, 1948. Communicate with Leo A. Donn, 73 Second Avenue, 
Kingston, Pennsylvania. 


International economics, public finance, business cycles and monetary theory, history 


+ 


economic and political thought: Man, 45, married, finishing Ph.D. thesis. Earlier 
successful teaching experience in political science, government administrator in large 
city, public finance consultant in several states. Five years of responsible experience 
in held of present employment; i.e., international economics. Seeks full professorship 


t directorate of a bureau of economic research. Available for summer school. E265 
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Principles, marketing, marketing and economic research, history of economic though, 
social control of business, price policy, national income: Man, 30, married, M.A. 

year socio-economic research; 2 years government economist (P-5); 114 years bus} 
ness; 114 years Air Force Statistical Control Officer. Desires teaching or research 
position affording opportunity to work toward Ph.D. Available in June, 1948. E266 | 


Economic research and teaching: Man, 36, married, Ph.D. Five years of college and 
university teaching; 5 years with government doing economic and statistical research 
on building and construction activity and raw materials; publications; can organize 
a bureau of economic or business research; has taught all of the more usual under. 
graduate economics courses and sociology. Particularly interested in teaching business 
cycles; prefers part research and part teaching or full-time research at Central or 
Western university in moderate-sized community. Available in fall, 1948. E267 


Economy of Latin America, insurance, social legislation: Man, 70, European Ph.D, 
LL.D., American citizen. International teaching experience; consultant to the U. §. 
and other governments; speaks several languages; numerous publications; full pro- 
fessor retiring in June, 1948; mentioned in Who's Who in America. Desires visiting 
professorship, research work, or library service. E268 


Economics, banking, statistics: Man, 26, B.S., M.S., Columbia University, Ph.D,, 
Manchester University, England. South American desires position as lecturer in an 
American college or university. Available immediately. E269 


Principles of economics, industrial administration, industrial relations: Man, single, 
B.A., candidate for M.B.A., New York University. Teaching experience on college 
level in principles of economics and industrial administration; business experience in 
financial counseling and production control work. Seeks teaching or research posi- 
tion. E270 


Business administration and economics: Man, 36, Ph.D. Has both teaching and busi- 
ness experience; has taught introduction to business, American economic history, 
marketing, advertising, and related subjects. Associate professor seeks full professor- 
ship. Available in September, 1948. E271 


Marketing, retail distribution, principles: Man, married, M.A. Eight years of teaching 
and 7 years of business experience. Prefers college in middle west. E272 


Accounting, labor economics, business management, economic presen and theory, 


money and banking: Man, 42, married, Ph.D, Twenty years of college teaching and 
administration experience on college and university levels in Midwestern and Eastern 
institutions. Now full professor in accredited Eastern institution. Would like per- 
manent appointment, with minimum salary $4,500. ' E273 


Statistics, accounting, finance, economic theory, economics of technological change: 
Man, 30, married, near Ph.D., dissertation completed. Seven years of experience 
teaching, research, and business; publications ; academic honors. Now faculty member 
at Eastern graduate school of business administration. Desires professional advance- 
ment, particularly attractive offer in research or control aspects of business. Eastern 
location preferred. Available in September, 1948. F274 
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